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DISCUSSION  OF  TOPICS  ON  THE  PROGRAM  OF  THE 
EIGHTH  ANNUAL  MEETING 

DIAGONAL  SUMMATIONS 
Ey  Edward  W.  Hyde 

Mr.  H.  L.  Rietz:  Mr.  Hyde's  paper  seems  to  me  to  be  of 
considerable  interest.  It  shows  something  of  the  importance  of  a 
summation  of  a  function 

f{x-\-n—i,  /— «+i) 

of  two  variables  x-\-n—  i  and  t—n-\-i. 

It  should  be  noted  that  the  sum  of  these  two  variables  is  x-\-t 
no  matter  what  value  is  assigned  to  n.  In  a  double  entry  table, 
where  the  values  of  the  argument  x  increase  from  left  to  right,  and 
of  t  from  top  to  bottom  of  the  page,  the  values  of  this  function  for 
integral  values  of  n  from  i  to  /  give  diagonal  entries  running  upward 
from  left  to  right. 

Dx  C 

Mr.  Hvde  defines  commutation  symbols  Dxl  =  jr^ ,  Cxl\  =  j^  ^  , 

and  treats  the  tabular  values  of 

■^x+n  —  i:t  —  n+il  > 
^x-^n  —  i:l  —  n+i\  • 

He  then  defines  Nxi\,  Sxt\,  MxT\,  Rxl\  in  a  way  that  seems  very  natural 
on  account  of  the  analogy  with  the  definitions  of  the  corresponding 
ordinary  commutation  symbols. 

The  practical  effect  of  such  a  system  of  commutation  symbols 
is  to  give  fewer  terms  in  certain  important  formulas  for  premiums 
and  reserves.  The  simplification  is  particularly  noticeable  in  the 
case  where  the  problem  may  be  reduced  to  that  of  an  increasing 
insurance  of  one  each  year,  or  where  the  problem  involves  the 
corresponding  idea  of  an  increasing  annuity.  Thus,  in  the  case  of 
a  return-premium  insurance  a  decided  simplification  is  effected. 
This  simplification  seems  to  depend  largely  on  the  fact  that 

p    _Rx—Rx-\-t—tMx+t 

and  that  the  numerator  of  the  last  member  of  this  equality  is  a 
form  that  occurs  in  the  formulas  of  return-premium  insurance. 


2  Discussion  at  Eighth  Meeting         [November 

The  fact  should  not  be  overlooked  that  the  mechanical  effort  of 
following  diagonals  in  a  double  entry  table  is  somewhat  greater 
than  that  of  following  down  a  column.  However,  such  increase 
of  mechanical  effort  is  required  only  in  the  preparation  of  the 
tables  and  not  at  all  in  the  application  of  the  results.  In  fact, 
I  have  no  doubt  that  diagonal  summations  save  considerable  time 
in  certain  problems.  We  are  certainly  much  indebted  to  Mr. 
Hyde  for  the  tables  that  accompany  his  paper. 

The  following  typographical  errors  are  noted: 

Page  lo,  column  headed  3,  and  row  marked  1,1. 15S4  should 
read  i . 2584. 

Page  10,  column  headed  21,  and  row  marked  i,  3.3943  should 
read  2 .  7430. 

Page  II,  in  heading  of  the  table,  Dx-n  should  be  Dx+n- 

NOTE  OX   DOUBLE  INTERPOLATION  BY  FINITE  DIFFERENCES 
By  Henry  L.  Rietz 

Mr.  Webb:  The  paper  presented  by  Professor  Rietz  suggests 
some  very  interesting  ideas  which  might  be  followed  up  with 
profit  to  an  investigator.  I  cannot  discuss  all  the  several  points 
of  this  paper  as  I  am  not  prepared  to  do  so.  Such  a  course  would 
have  required  much  more  time  than  I  have  had  at  my  disposal. 
There  is  one  point,  however,  in  connection  with  which  I  have  a 
few  comments  to  make  which  may  be  of  practical  value  to  those 
who  may  be  under  the  necessity  of  interpolating  values  that  vary 
by  a  "double  entry"  table.  I  use  the  expression  to  emphasize  the 
fact  that  the  functions  to  which  interpolation  is  applied  are 
known  only  by  their  positions  horizontally  and  vertically  in  their 
table  for  the  purposes  of  this  paper;  and  this  fact  is  fundamentally 
important.  The  working  actuary,  who  is  a  mathematician  only  as 
opportunity  permits,  may  possibly  have  his  faith  in  the  difference 
method  of  interpolation  badly  shaken  on  reading  Dr.  Rietz's  paper. 
I  can  assure  any  such  that  his  misgivings  are  needless  and  without 
foundation.  I  can  also  vouch  for  it  that  Dr.  Rietz  was  entirely 
innocent  of  any  such  intention. 

The  geometrical  meaning  or  equivalence  of  an  expression  or 
equation  otherwise  obtained  is  always  interesting  and  usually 
instructive.     It  must  not  be  forgotten,  however,  that  such  inter- 
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pretation  is  not  essential  in  cases  where  a  geometrical  application 
is  not  sought. 

In  this  case  of  double  interpolation  by  finite  differences  I  feel 
assured  that  the  process  of  interpolating  horizontally  and  vertically 
or  in  the  reverse  order  will  give  satisfactory  results  if  appHed  with 
a  due  regard  to  the  peculiarities  of  the  individual  case.  By  this 
I  mean  that  the  formation  of  differences  in  both  directions  will  be 
the  guide  as  to  which  interpolations  should  first  be  performed;  and 
the  nature  of  the  signs  of  these  differences  together  with  the  rela- 
tive sizes  will  be  a  further  index  as  to  which  order  of  difference  may 
be  discarded,  or,  which  is  the  same  thing,  which  order  may  be  con- 
sidered as  constant.  It  must  not  be  forgotten  in  any  discussion 
such  as  the  present  that  the  material  at  hand  is  the  limiting  influ- 
ence to  the  degree  of  accurate  approximation  obtainable. 

Again,  in  considering  the  method  of  direct  interpolation  by 
first  interpolating  in  one  direction  and  then  in  the  other,  it  must  be 
admitted  that  if  the  interpolations  in  one  direction  actually  repro- 
duce the  values  in  that  direction,  then  the  use  of  these  values  for 
the  purpose  of  interpolation  in  the  other  required  direction  must 
produce  the  same  results  as  would  be  brought  out  by  the  use  of 
the  true  values  had  they  previously  been  known.  An  example 
will  elucidate  these  points. 

Examples  of  interpolation  of  values  of  functions  of  two  vari- 
ables. The  values  in  the  table  are  the  calculated  values  of  the 
function  for  the  given  values  of  the  variables. 


6 

lO 

14 


25 

30 

35 

40 

45 

.S6 

.';4 

40 

49 

4.S 

17 

50.69 

57 

IS 

1.^6 

8.. 

152 

36 

170 

.so 

191-65 

215 

46 

230 

66 

257 

13 

287 

77 

322.66 

360 

09 

321 

04 

r:,^- 

og 

400 

34 

446.73 

494 

73 

410 

73 

45« 

13 

510 

«3 

567  03 

623 

77 

64 -39 
240.72 

398  36 
542  04 
678.28 


Case  I. — The  fifth  value  at  age  29:  interpolating  horizontally 
and  taking  the  value  at  age  30  as  Uq: 


M_i 

3654 

395 

73 

Wo 

4049 

468 

84 

Mi 

4517 

552 

Ui 

5067 
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and  «_i  =  M_j+4  =  i+^A-— A^+-^A3 

5        25         125 

which  gives  the  value  39.68  for  the  second  year  (age  29). 

Similarly  for  the  sixth  year w-J—  149.06 

For  the  tenth  year w_i=25i.49 

And  for  the  fourteenth  year ?f_3  =350.  23 

Before  proceeding  to  the  vertical  interpolation  necessary  to 
obtain  the  final  value,  it  is  interesting  to  compare  the  four  values 
so  far  obtained  with  the  calculated  values: 


^r    ,               Calculated 
^^"                    Value 

Interpolated 
Value 

2               39  63 

39.68 

6            149.01 

149.06 

10            251.43 

251-49 

14            350- 14 

350- 23 

Interpolating  : 

now  vertically, 

U- 

3968         10938 

-695 

Uo 

14906         10243 

-369 

Ui 

25149         9874 

U2 

30023 

and 

W-i  =  «-i+|=i  +  fA- 

3    ^21         5      ^; 
32          ^128 

giving 

3F,,  =  39. 68+82. 03 
=  122.49 

+     .    65+     .     13 

+326 


The  calculated  value  is  122  .46. 

Case  2. — The  seventeenth  value  at  age  42 :  taking  for  w_i,  suc- 
cessively  10F35,  14F35,  and   i8T'3s   and  interpolating   ioV42,.i4^'42, 

and  18F42 

M_i  28777        3489        254     -210 

Mo  32266        3743  44 

Mi  36009        3827 

M2  39836 

and  «|  =  ,,_,+:  =  i  +  2a+^A3-^A3 

giving  10^42  =  337.44 
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In  a  similar  manner,  taking  «_i  =  40034,  the  value  of  l^V:^^  is 
given  as  465.87.  Again,  taking  z<_i=5io.S3  gives  18^42  as 
589.82. 

Interpolating  by  means  of  these  three  values  for  17^42  gives 
the  value  sought — 559  25;   the  calculated  value  being  559.22. 

THE  WORTH  OF  BUSINESS 
By  H.\rris  E.  Vixeberg 

Mr.  Portch:  Mr.  Vineberg  has  calculated  the  present  value 
of  the  profits  that  will  arise  from  selected  forms  of  non-participating 
policies,  if  certain  assumptions  regarding  future  mortality,  interest, 
withdrawal,  and  expense  are  realized.  Or,  stating  the  same  in 
another  way,  he  has  given  us  concrete  illustrations  of  a  method  of 
calculating  the  maximum  expenditure  that  a  company  may  under- 
take in  obtaining  profitable  business. 

The  figures  brought  out  by  Mr.  Vineberg  permit  but  little  com- 
ment because,  as  he  says,  they  are  simply  illustrative  of  a  method. 
Perhaps  the  only  addition  that  one  would  suggest  would  be  an 
example  of  the  values  produced  when  the  renewal  expense  is  taken 
as  a  percentage  of  the  gross  premium  and  a  constant  per  thousand 
of  insurance.  As  Mr.  Vineberg  says,  this  method  of  assessing 
renewal  expenses  would  more  closely  approximate  actual  condi- 
tions than  the  method  used.  Furthermore,  a  table  of  values  on 
this  basis  would  probably  show  policies  issued  at  age  25  on  the 
Ordinary  Life  plan  in  a  somewhat  better  position,  when  com- 
pared with  the  higher  premium  policies,  than  indicated  by  his 
present  table.  Also,  I  think  the  period  of  twenty  years  adopted 
by  Mr.  Vineberg  will  be  considered  too  long  for  most  purposes. 
In  fact,  for  calculating  the  value  in  event  of  reinsurance  or  merger, 
I  would  usually  favor  a  term  of  about  five  years  from  date  of  rein- 
surance—this, of  course,  not  applying  to  calculations  regarding 
direct  new  business. 

Mr.  Vineberg's  figures  are  special  cases  of  a  general  formula, 
which  may  be  written  as  follows: 

EP[x\+n  =  nV  [x\-\-nT[x\  +  -^{x]f^\x]^n—  '^\x\+n—W{x]+n—  E\x\Jrn 
—  B\x]+n 

where  £P[;c]+„= present  value  of  profits  expected  to  arise  during 
the  future  course  of  a  policy  issued  at  age  x  and  now  n  years  in  force. 
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and  „l'[.v|  =  tabular  reserve  held  on  policy 

w7'[x]  =  dividend  or  contingency  fund  held  to  credit  of 
policy  as,  for  instance,  in  deferred  dividend 
policies 
"^[x]  =  gross  premium  provided  by  policy 
a'[^]^,j  =  annuitv  computed  on  given  assumptions  as  to  mor- 
tality, interest,  and  withdrawal 
.4 '[j;|+„  =  present  value  of  death  benefit  on  same  assumptions 
W^'[a;l+»  =  present  value  of  withdrawal  benefits  on  same  as- 
sumptions 
£'[.vi+«  =  present  value  of  expenses 
5'[a;]+»  =  present  value  of  future  dividends  to  policy  holder. 

This  formula  will,  of  course,  be  suitably  modified  in  cases  where 
premiums  are  limited  to  a  term  of  years  or  where,  as  in  Mr.  Vine- 
berg's  calculation,  it  is  desired  to  consider  profits  arising  in  a  cer- 
tain limited  term  only. 

This  formula  will  assume  more  compact  form  under  certain 
circumstances.  For  example,  if  the  policies  are  non-participating 
T'  and  B'  are  eliminated  and 

EP[x\  +n  =  nV [x]-\-'^lx]0-\x]  +»—  -4  '[x]  +«~  '^V'[x]  +n—E'[x]  +n 

=  nV[x\—  \A'[x]+n-^W\x]+n—  {-^[xl^-'M+n  — E' [x\+n)  \ 

In  this  case  if  the  expense  is  K  per  unit  per  annum 

EP[x]  +n  =  H  V  [x]  —  )  A  \x]  +„-\-  W\x\  +,i  —  {-^[x]  —  K)a\x]  j^„  \ 

which  represents  the  method  of  calculation  described  by  Mr. 
Vineberg. 

This  formula  may  readily  be  adapted  to  all  circumstances.  It 
will,  however,  l)e  evident  that  for  any  considerable  volume  of  busi- 
ness the  calculation  of  values  will  be  laborious  and,  unless  it  is 
possible  to  simplify  the  formula  by  means  of  approximate  assump- 
tions as  Mr.  Vineberg  has  done,  the  labor  will  be  so  great  as  to  be 
impractical. 

It  would  be  unfortunate  if  anyone  were  to  gain  the  impression, 
from  the  brevity  and  fluency  of  Mr.  Vineberg's  paper,  that  calcu- 
lations of  this  sort  are  easy.  Mr.  Vineberg  could  have  made  an 
extremely  valuable  addition  to  his  paper  in  the  form  of  a  discussion 
of  the  principal  difBculties  that  arise  in  the  practical  application  of 
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his  method — but  this  undoubtedly  fell  outside  the  lines  that  he  set 
himself  for  his  paper.  However,  it  seems  to  me  that  a  discussion 
of  his  paper  would  be  somewhat  dangerously  incomplete  if  these 
difSculties  are  not  pointed  out.  My  experience  is  that  these  diffi- 
culties are  especially  prominent  in  making  calculations  for  the  rein- 
surance of  a  block  of  business  and,  as  the  difficulties  are  the  same 
in  nature  for  all  similar  calculations,  I  will  confine  myself  to  the 
reinsurance  phase  of  the  subject. 

These  difficulties  do  not  lie  in  the  method,  but  in  its  applica- 
tion. The  supreme  difficulty  is  the  selection  of  factors  that  will 
appropriately  represent  expected  mortality,  withdrawal,  interest, 
and  expense,  and  also  be  in  such  mathematical  form  that  our 
formula  may  be  used  without  so  great  labor  as  to  render  it  imprac- 
tical. 

The  selection  of  an  interest  factor  involves  many  considera- 
tions. The  nature  of  the  securities  to  be  transferred  for  the  reserve 
on  the  business  must  be  given  careful  attention  as  conversion  into 
cash  and  reinvestment  may  be  necessary  either  on  account  of  legal 
restrictions  or  the  investment  policy  of  the  company  taking  over 
the  business.  In  general  it  will  be  thought  prudent  to  estimate 
the  future  rate  of  interest  at  a  rate  not  in  excess  of  the  net  rate 
expected  to  be  earned  by  the  company  receiving  the  business  on 
its  own  funds. 

The  e.xpense  rate  presents  no  special  difficulty  except  that 
unless  it  is  a  fixed  function  of  the  gross  premium  or  such  function 
plus  a  constant  or  a  constant  alone,  it  will  be  found  very  difficult 
to  apply  in  the  mathematical  calculation.  The  expenses  will  con- 
sist of  such  agents'  commissions  as  follow  the  business,  cost  of  col- 
lection, and  general  expenses.  It  wall,  of  course,  be  realized  that 
unless  the  reinsurance  is  such  as  will  increase  the  management 
expenses  of  the  receiving  company,  the  business  to  be  reinsured 
should  not  be  charged  in  the  calculation  with  any  share  of  manage- 
ment expense  because  the  reinsured  business  will  simply  relieve 
present  policy  holders  of  a  part  of  these  overhead  charges. 

The  mortality  element  is  a  most  important  and  very  difficult 
factor.  The  past  mortality  record  of  the  business  involved  may 
be  of  little  help  here  because  it  can  be  considered  only  as  an  indica- 
tion of  the  mortality  to  be  expected  had  the  business  remained  in 
its  own  company  under  original  conditions. 


8  Discussion  at  EigJith  Meeting         [November 

Experience  indicates  thai  great  care  and  all  available  informa- 
tion must  be  utilized  to  prevent  an  overestimate  of  gains  from 
mortality.  The  effect  of  the  disturbance  incident  to  the  transfer 
must  be  carefully  studied  in  relation  to  the  peculiar  circumstances 
of  the  case,  and  calculated  upon  as  far  as  possible. 

Frankly  I  will  say  that  in  my  opinion  the  estimate  of  future 
mortality  in  such  transactions  is  much  more  a  question  of  compre- 
hensive business  judgment  than  of  actuarial  skill  in  applying  the 
records  of  past  mortality. 

Perhaps  I  may  illustrate  my  meaning  by  a  concrete  example. 
I  have  had  access  to  the  actual  records  of  two  blocks  of  business 
(herein  called  A  and  B  for  brevity),  reinsured  by  the  same  company 
at  practically  the  same  time  and  on  exactly  similar  terms,  each 
block  containing  a  good  volume  of  business.  The  best  information 
I  can  obtain  indicates  that  the  mortality  in  both  A  and  B  before 
reinsurance  was  satisfactory.  Block  A  consisted  of  policies  of 
about  average  amount  on  the  lives  of  small  farmers  and  towns- 
people. Block  B  consisted  of  policies  of  somewhat  larger  average 
size,  but  on  a  special  class  of  preferred  risks — in  fact  the  business 
in  B  was  stated  by  an  actuary  familiar  with  it  to  comprise  the  best 
group  of  such  risks  in  the  country.  I  have  very  little  doubt  that 
any  one  of  us,  if  we  had  the  opportunity  to  judge  at  date  of  rein- 
surance, would  have  estimated  a  much  better  future  mortality  for 
group  B  than  for  A.  But  the  actual  records  show  that  for  a  period 
of  more  than  fifteen  years  since  reinsurance,  the  average  mortality 
in  A  has  been  71  per  cent  of  the  expected  and  in  B  105  per  cent  of 
the  expected — both  measured  by  the  same  table. 

Looking  backward  at  this  experience,  I  can  see  two  possible 
reasons  for  this  remarkable  divergence  from  the  mortality  esti- 
mates; yet  both  are  reasons  that  probably  no  human  being  would 
have  thought  of  at  the  outset.  They  are  reasons  that  need  not  be 
entered  into  here.  But  I  think  the  example  will  sufficiently  illus- 
trate my  point  that  the  actuary  who  attempts  to  estimate  future 
mortality  on  a  block  of  reinsured  business  has  greater  need  of  com- 
prehensive business  judgment  than  of  mathematical  ability. 

The  withdrawal  factor  is  another  most  difficult  element  and 
must  be  almost  entirely  a  matter  of  judgment.  The  termination 
of  policies  that  have  not  yet  reached  the  duration  where  non- 
forfeiture values  are  available  will  be  a  source  of  profit  or  loss  to 
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the  extent  of  the  reserve  received  thereon  less  the  price  paid  to  the 
licjuidatinj^  company  for  these  poUcies.  Terminations  of  poHcies 
with  non-forfeiture  values  will  be  a  gain  or  loss  according  as  the 
surrender  charge  is  greater  or  less  than  the  deficit  on  account  of  the 
price  paid.  Therefore,  either  an  overestimate  or  an  underestimate 
of  the  rate  of  voluntary  withdrawal  may  be  a  source  of  danger. 

In  considering  the  reinsurance  of  weak  companies,  it  is  fre- 
quently stated  that  the  transfer  of  the  business  to  a  much  stronger 
company  will  result  in  a  low  withdrawal  rate  after  reinsurance. 
Exceptional  circumstances  may  bring  this  about,  but  in  general 
it  is  a  very  ciuestionable  statement  because  it  fails  to  take  into 
account  the  element  of  competition  and  the  unfortunately  preva- 
lent practice  of  "twisting." 

Many  other  practical  difficulties  might  be  mentioned.  If  par- 
ticipating policies  are  involved,  the  question  of  accrued  and  future 
dividends  must  be  most  carefully  considered,  as  indicated  by  the 
general  formula  given  above.  In  general,  if  the  dividends  on  par- 
ticipating policies  after  reinsurance  are  to  reduce  the  net  cost 
thereunder  to  less  than  the  corresponding  non-participating  rates, 
the  price  paid  for  participating  business  must  be  less  than  for  non- 
participating.  Then  again  the  legal  requirements  regarding  rein- 
surances or  mergers  are  important  items  in  such  transactions,  and 
sometimes  the  expense  involved  in  meeting  these  requirements  is 
not  small. 

Perhaps  it  may  be  gathered  from  the  foregoing  that  in  my 
opinion  the  exact  calculation  of  values  on  the  theoretically  correct 
basis  in  the  case  of  reinsurances  or  mergers  is  practically  impos- 
sible in  many  cases.  This,  however,  does  not  alter  the  principles 
involved.  Perhaps  it  is  sufficient  to  say  that  because  of  the  exi- 
gencies of  data  and  time,  all  that  will  be  possible  in  many  cases 
will  be  the  making  of  a  very  rough  estimate  of  the  present  value 
of  probable  gains  and  losses  for  a  term  of  years  after  reinsurance. 
As  I  said  before,  I  think  this  term  should  probably  not  exceed  five 
years. 

A  great  deal  more  might  be  said  on  the  practical  side  of  this 
question.  Especially  interesting  would  be  a  discussion  of  the 
minute  examination  of  the  policy  forms  to  be  reinsured  and 'of 
many  other  details  of  the  business  that  an  actuary  must  make 
before  he  can  feel  qualified  to  name  a  price  at  which  a  block  of 
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businei^  may  profitably  be  reinsured.  But  this  would  be  impos- 
sible within  the  limits  of  tliis  comment. 

Possibly  it  may  be  added  that  if  tlie  block  of  business  to  be 
reinsured  is  small,  a  considerable  error  may  be  made  if  tabular 
reser\-es  are  computed  by  the  mean  annual  method  usually  adopted 
bv  state  insurance  departments  for  annual  and  intermediate  valua- 
tions. It  \\'ill  always  be  well  to  consider  the  actual  distribution  of 
the  business  throughout  the  year,  and  this  may  show  the  necessity 
of  a  tabular  \-aluation  by  mean  monthly  reser\-es. 

In  closing.  I  wish  to  express  the  appreciation  that  we  all  feel 
of  Mr.  \'ineberg"s  work  in  giving  us  these  figures.  Anyone  who 
has  attempted  such  computations  knows  that  the  labor  involved 
is  by  no  means  small.  To  Mr.  \'ineberg  also  belongs  the  credit 
of  presenting  to  the  Institute  the  pioneer  paper  on  this  the  most 
important  subject  of  an  actuary's  practical  work.  His  figures  will 
help  us  to  realize  that  until  we  apply  a  dollar s-and-cents  test  of 
this  kind  to  the  business  of  our  own  companies  we  have  not  passed 
from  the  realm  of  mere  impressions  to  the  field  of  hard  facts  in 
reference  to  our  expenditures  for  new  business. 

Mr.  Morris:  Mr.  Vineberg  has  had  the  courage  to  present 
a  paper  on  a  subject  which  is  of  much  interest  to  many  of  us.  but 
which  appears  to  have  been  rather  studiously  avoided  in  open  dis- 
cussion. He  obtains  figures  for  the  worth  of  business  by  valuing, 
on  the  one  hand,  the  total  income  to  be  derived  from  the  business, 
and.  on  the  otlier  hand,  the  total  liabilities  to  be  incurred,  including 
liability  for  expenses. 

Any  figures  of  this  kind  must  necessarily  involve  certain 
assimiptions.  The  assumptions  made  by  Mr.  \'ineberg  might  each 
be  made  the  subject  of  lengthy  discussion.  By  some  they  would 
probably  be  considered  radically  conser\'ative  and  by  others 
entirely  too  optimistic.  On  the  whole  I  think  it  may  be  fairly 
admitted  that  they  are  close  enough  to  the  actual  conditions  pre- 
vailing in  tlie  business  of  companies  of  comparatively  recent  organi- 
zation to  make  the  results  extremely  interesting. 

Special  interest  appears  to  me  to  be  attached  to  the  figures 
indicated  for  the  year  O.  These  amounts  represent  the  excess  or 
deticiency,  as  the  case  may  be,  of  the  total  \-alue  of  premiums  and 
interest,  compared  with  the  total  \-alue  of  the  obligations  assumed. 
On  a  given  volume  of  business  the  accumulated  funds  would,  there- 
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fore,  be  ec|ual  to  the  net  lialjilily  according  to  the  gross  valuation 
method  plus  or  minus  this  initial  amount  increased  by  interest. 

The  figures  for  succeeding  years  are  based  on  gross  valuation 
by  a  purely  prospective  process  and  involve  the  assumption  that 
the  funds  in  hand  are  equivalent  to  the  Illinois  Standard  reserves. 
To  illustrate  this  point  I  have  computed  the  actual  funds  accumu- 
lating for  a  Twenty-Payment  Life  policy  at  age  35,  following  the 
assumptions  made  by  Mr.  Vineberg  and  assuming  expenses  cor- 
responding with  example  C,  and  have  compared  these  figures  with 
the  net  liability  by  the  gross  valuation  method  and  the  net  reserves 
according  to  the  Illinois  Standard.  It  will  be  noted  that  the  accu- 
mulated funds  are  less  than  the  legal  reserve  during  the  first  seven 
policy  years.  It  may  also  be  stated  that  the  figures  in  Column  5 
are  equal  to  the  share  of  each  policy  in  a  fund  formed  by  initial 
contributions  of  $7.84,  improved  at  interest  and  apportioned  to 
the  policies  remaining  in  force. 

AGE  35— TWENTY-PAYMENT  LIFE— EXAMPLE  C 


I 

End  of  Policy 
Year 

2 

Net  Liability 

by  Gross 

Valuation 

Method 

■5                            4                     ^      S        , 

Excess  of 

,,,.     .                                        Actual  Funds 
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I^JZI.          Accumulated         \aluation 

Reserves                                          Yigures 

6 

Excess  of 

Actual  Funds 
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Reserves 

0 

I 

2 

-  7  84 

-  20  90 

-  13 
17  94 
38  45 
60  39 

83  44 
107  85 

133  71 
160  70 
189  00 

0 

0 

21    01 

42    81 

65    41 

88  87 
113  20 
138  44 
164  63 
191  79 
219  96 

0              7  84 

-             7       12            ;                  13       78 
15       52                               15       65 

37  38            19  44 
60  53             22  08 
84  93     '        24  54 
no  49            27  05 
137  31     ^       29  46 
165  51     1       31  80 
195  03     1       34  33 
226  08            37  08 

0 
-7    12 
-5  49 

3 

4 

-5  43 
-4  88 

c 

-3  94 

6 

-2  71 

7 .  .  ■ 

—  I   13 

8 

+     88 

0 

3  24 

10 

6  12 

Mr.  Mead:  We  should  all  be  very  grateful  to  Mr.  Vineberg 
for  his  very  instructive  and  carefully  prepared  paper  on  this  sub- 
ject. I  have  no  comments  to  make  on  the  paper  itself  but  wish  to 
refer  to  the  groups  of  reinsured  business  mentioned  by  Mr.  Portch, 
A  and  B,  group  A  representing  risks  from  a  farming  community 
and  group  B  representing  well-selected  risks  of  an  urban  popula- 
tion.    I  think  under  the  circumstances  that  the  better  mortality 
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would  be  expected  in  group  A,  lor  I  believe  thai  from  general 
experiences  in  the  past  it  is  indicated  that  the  best  mortality  may 
be  expected  from  a  stable  rural  population  where  the  country  is 
in  a  good  conservative  condition.  I  have  had  experience  within 
the  last  two  or  three  years  in  connection  with  the  reinsurance  of 
similar  business  and  the  mortality  we  find  is  very  low  and  we  expect 
a  verv  low  mortality  in  the  future.  The  rate  of  withdrawal  will 
be  comparatively  small  and  the  natural  mortality  tendency  will  be 
small,  whereas  in  the  urban  section  there  will  be  a  tendency  to 
withdraw  of  a  nature  causing  adverse  selection,  and  besides  the 
intrinsic  mortality  of  the  urban  population  is  higher. 

Mr.  Anderson:  I  did  not  intend  to  say  anything  on  this 
subject,  but  Mr.  Portch's  remarks  reminded  me  of  what  I  found 
in  two  companies  which  I  investigated  last  year,  and  I  bring  this 
up  because  assessment  companies  are  either  reorganized  as  old- 
line  companies  or  reinsured.  I  examined  one  old-line  company  of 
long  standing,  of  unquestioned  stabihty,  insuring  practically  all 
classes,  and  the  mortality  was  approximately  70  per  cent  of  the 
American  table.  I  also  looked  into  the  records  of  a  concern  that 
prided  itself  on  taking  in  only  select  risks  and  I  found  its  mortality 
ran  around  100  per  cent  of  the  American  tables.  I  investigated 
the  last  five  years'  business  and  I  found  one  year  was  up  as  high 
as  105  per  cent  and  down  to  97  per  cent.  It  averaged  only  a  trifle 
below  100  per  cent.     I  will  state  the  reason  briefly: 

The  concern  had  a  fixed-premium  policy,  but  it  was  an  annually 
increasing  rate  up  to  65  and  it  simply  proved  again  the  fallacy  of 
trving  to  conduct  a  business  on  annually  increasing  rates,  no 
matter  how  scientific  such  rates  might  be.  In  other  words,  the 
concern  had  the  same  experience  that  Sheppard  Homans  had  with 
the  Provident  Savings  Life. 

Mr.  Portch:  May  I  say  a  word  in  reference  to  Mr.  Mead's 
comments?  I  think  in  referring  to  the  two  sections  of  business 
spoken  of  in  my  remarks  he  has  compared  them  as  representing 
country  and  city  business.  As  a  matter  of  fact  the  class  B  which 
he  would  consider  city  business  was,  in  my  estimation  and  in  the 
estimation  of  others  familiar  with  it,  considerably  above  average 
city  business,  while  class  A  was  rather  below  average  country 
business.  I  hardly  think  that  a  comparison  could  be  instituted 
on  the  basis  of  ordinary  city  and  country  business  in  this  particular 
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case.  In  general,  of  course,  Mr.  Mead  is  entirely  correct  in  his 
statement. 

Mr.  C.athles:  Some  four  years  ago,  in  an  investigation  in 
connection  with  a  paper  which  I  wrote  for  presentation  to  the 
American  Life  Convention  entitled  "'How  Much  Business  a  Young 
Company  Ought  to  Write,"  I  prepared  tables  which  were  capable 
of  being  applied  to  any  particular  company's  business  in  order  to 
establish  the  value  of  that  business  upon  the  assumptions  adopted 
in  the  paper. 

In  making  these  calculations  I  adopted  what  Mr.  Vineberg 
refers  to  as  the  most  natural  method  of  finding  out  the  value  of 
business;  that  is,  to  find  out  what  profits  you  will  probably  realize 
from  it  and  discount  them  into  present  value.  I  have  sometimes 
discounted  as  many  as  ten  years'  profits,  but  I  prefer  not  to  go 
beyond  five  years. 

Being  called  out  on  some  other  business,  I  have  not  been  able 
to  follow  the  trend  of  the  previous  discussions  on  this  question,  so 
I  may  be  repeating  or  I  may  be  contradicting — I  do  not  know. 
This  method  of  Mr.  Vineberg's  may  be  all  right,  but  for  my  own 
part  I  wish  that  there  had  not  been  included  in  his  tables  any  such 
column  as  that  Column  B.  If  I  interpret  the  tables  correctly,  they 
state  the  value  of  a  Twenty-Payment  Life  policy  that  is  ten  years 
old  as  S36.55  a  thousand! 

It  is  so  easy  for  anyone,  especially  in  considering  the  purchase 
of  business,  to  assure  himself  that  it  is  not  going  to  cost  him  more 
than  three  dollars  a  thousand  to  run.  I  am  very  much  afraid  that 
we  will  all  meet  references  to  this  table  in  the  future  when  we  try 
to  buy  some  other  company's  business. 

Another  piece  of  information  I  should  like  to  get  is  whether, 
when  Mr.  Vineberg  states  the  rate  used  for  the  first  year  is  100 
per  cent  in  all  examples,  this  rate  includes  both  acquisition  charges 
and  also  an  allowance  for  first-year  death  claims.  And  if  it  does 
not  include  first-year  death  claims,  I  should  like  to  know  whether 
such  claims  were  taken  account  of  in  the  calculation  of  the  value 
of  business  as  a  minus  quantity  with  which  the  company  would 
start  the  second  year  of  the  policy.  That  is  exceedingly  important 
because  of  the  rate  of  lapse  on  the  second  premium.  Thus  if  you 
have  a  million  dollars'  worth  of  business  on  your  books  and  end 
up  the  year  four  thousand  dollars  in  the  hole,  if  only  60  per  cent 
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of  that  business  renews  you  have  much  more  than  the  four  dollars 
per  thousand  deficit  on  it  which  each  policy  has  to  make  up — 
you  have  66  per  cent  more.  I  do  not  know  whether  allowance  was 
made  for  such  condition  in  this  article. 

The  extraordinary  results  obtained  by  Mr.  Vineberg  would 
make  me  hesitate  to  place  reli-nce  upon  this  method.  Another 
objection  is  that  in  either  getting  direct  business  or  purchasing 
another  company's  business  one  generally  knows  how  many  years 
he  can  go  without  profits,  but  by  Mr.  Vineberg's  method  one  can- 
not ascertain  what  payment  is  equivalent  to  the  profits  of  any 
limited  number  of  years. 

I  have  gone  out  and  tried  to  buy  business  of  other  companies, 
and  I  made  calculations  of  what  I  thought  the  business  was  worth. 
I  have  bought  some  business  and  paid  more  than  it  was  worth. 
Then  again  I  have  got  business  for  less  than  it  was  worth.  There 
is  a  very  great  difference  in  the  value  of  ditiferent  business,  and 
the  whole  question  was  summed  up  succinctly  by  one  of  the  mem- 
bers a  few  moments  ago.  If  he  won't  give  the  story  to  you  himself, 
I  should  like  to  give  it  to  you.  He  said  his  president  was  always 
asking  him  about  the  value  of  business,  and  how  much  the}'  ought 
to  pay  for  business.  He  asked  him,  "How  much  ought  we  to  give 
for  an  office  building?"  The  president  said,  "What  office  build- 
ing?"    And  our  member  replied,  "What  business?" 

I  am  just  a  little  bit  disappointed  that  any  table  should  appear 
in  the  Record  showing  a  value  of  S35  .  oo  a  thousand  for  any  business 
that  you  can  buy  or  sell.  I  do  not  believe  business  could  possibly 
be  worth  any  sum  of  that  kind. 

Mr.  Stein:  Mr.  Portch  called  attention  to  the  fact — that 
in  computing  the  reserve  liability  of  a  company  to  be  reinsured, 
care  should  be  taken  to  use  the  mean  monthly  resers-e  rather 
than  the  mean  annual  reserve.  I  had  an  e.xperience  several  years 
ago  with  a  company  which  we  reinsured,  most  of  whose  business  was 
in  the  state  of  Georgia.  The  companies  doing  business  in 
Georgia  will  know  that  all  premiums  as  a  rule  are  made  to  fall 
due  in  the  fall  of  the  year,  and  so  most  of  the  business  of  this 
company,  no  matter  when  it  was  issued  was  short  termed  to  near 
the  close  of  the  year.  In  computing  the  reser\-e  liability  of  that 
particular  company  we  took  the  mean  monthly  reser^^es,  and 
found  it  made  a  considerable  difference  from  what  it  would  have 
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done  had  we  used  the  mean  annual  resenx.  I  think  this  is  a  point 
we  ought  to  bear  in  mind  in  negotiating  for  reinsurance  of  another 
company  and  in  computing  its  reserA-e  liabiHty. 

Mr.  Vixeberg:  In  answer  to  Mr.  Cathles'  remarks,  I  should 
like  to  point  out  that  the  figures  given  at  the  end  of  the  paper  were 
not  intended  to  be  used  in  valuing  the  business  of  a  company  to  be 
reinsured  and  there  is  as  far  as  I  can  see  nothing  in  the  paper 
which  would  justify  their  being  so  appHed.  The  tables  are,  as 
stated,  merely  to  ilUustrate  the  method,  and  the  fact  that  the  bases 
on  which  they  were  calculated  were  not  applicable  to  reinsurances 
is  stated  as  follows:  ''When  the  rates  of  withdrawal  used  in  a 
calculation  of  this  kind  are  the  normal  rates  experienced  on  the 
business  of  a  company  to  be  reinsured,  the  values  brought  out 
should  be  greatly  reduced  on  account  of  the  abnormal  rate  of  with- 
drawal which  always  occurs  during  the  first  year  after  the  rein- 
surance, which  in  turn  would  probably  affect  resulting  rates  of 
mortality." 

The  first-year  expense  rate  of  100  per  cent  does  not  include  an 
allowance  for  first-year  death  claims,  but  is  only  for  ''acquisition 
and  fixed  charges."  The  method  used  looks  only  to  the  future  and 
therefore  the  first-year  death  claims  are  not  taken  into  considera- 
tion in  the  figures  given  for  the  end  of  the  first  year.  As  will  be 
seen  in  the  opening  paragraph,  the  results  give  the  ''profit  to  be 
derived  from  the  business  in  force  on  their  books  and  from  the 
business  to  be  put  there." 

I  cannot  see  that  the  results  obtained  should  throw  any  sus- 
picion upon  the  method.  I  am  sorr\-  that  Mr.  Cathles  has  not 
given  us  the  benefit  of  his  vnews  of  the  principle  of  the  method 
rather  than  of  the  results  brought  out  by  it.  These  results  were 
surprising  to  me  as  well  as  to  Mr.  Cathles,  but  as  I  could  discover 
no  error  in  principle  or  detail  I  decided  to  include  them. 

I  wish  to  call  attention  again  to  the  fact  that  nowhere  in  my 
paper  do  I  say  directly  or  indirectly  that  a  company  should  pay 
anything  like  S35.00  per  thousand  for  business  to  be  taken  over. 
In  calculations  of  this  nature  for  reinsurance  purposes,  even  after 
the  bases  have  been  decided  upon  (which,  by  the  way,  must  be 
more  consers'ative  than  those  adopted  by  me),  no  company  under 
ordinary-  circumstances  is  going  to  pay  the  resulting  values  in  full. 
It  would  naturally  want  a  share  of  the  profits  itself. 
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I  am  grateful  to  Mr.  Portch  for  giving  the  general  mathematical 
formula  which  is  the  basis  of  the  calculations  I  have  made.  It  is 
necessary  to  complete  the  paper. 

DECREASING-PREMIUM  POLICIES  WITH  RETURN  OF  PREMIUMS 

Bv  Frederic  S.  Withington" 

Mr.  BuTTOLPii :  In  his  paper  on  "  Decreasing-Premium  Policies 
with  Return  of  Premiums,"  Mr.  Withington  sets  out  a  formula 
for  the  calculation  of  the  extra  premium  necessary  to  cover  a  return- 
premium  benefit  in  the  case  of  that  particular  form  of  decreasing- 
premium  policy  to  which  he  seems  somewhat  partial. 

It  seems  to  me  that  his  paper  is  somewhat  incomplete  in  that 
the  formula  there  set  out  will  not  apply  in  the  case  of  decreasing- 
premium  policies  under  which  the  decrease  after  the  second  year 
is  a  constant  quantity. 

In  spite  of  Mr.  Withington's  preference  for  the  particular  form 
covered  in  his  paper  it  has  been  my  observation  that  the  other  form 
is  much  more  generally  used.  I  think  it  is  undeniable  that  it  is 
much  easier  to  handle  and  can  be  made  to  produce  practically  the 
same  results  in  the  matter  of  premium  payments  as  shown  by 
Mr.  Withington's  form. 

Adopting  the  same  notation  as  that  used  by  him,  except  that 
instead  of  the  r  used  by  Mr.  Withington,  I  make  use  of  r'  as  indi- 
cating the  decimal  per  cent  of  the  second  premium  by  which  future 
premiums  decrease  from  year  to  year,  the  formula  becomes, 


27'' .X—  I  Pa: 


—  i+w 


iVa:+i  — iV:y-ha)  —  >'^[-S'x  +  2— .Sa: -1-00  — (to  — 2)A".r+m] 

With  reference  to  the  foregoing  formula  it  may  be  convenient 

to  state  that  the  expression  (w— 2)  is  the  w— 2  term  of  the 

series  i,  3,  6,  10,  15,  etc. 

In  passing  it  may  not  be  amiss  to  note  a  typographical  error 
appearing  in  the  second  formula  by  Mr.  Withington,  where  tt^x  as 
printed  should  be  ^tt^. 
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Exception  may  be  taken  by  some  to  the  author's  suggestion 
that  the  same  percentage  of  loading  should  be  added  to  the  net 
premium  covering  the  return-premium  feature  as  is  used  in  the 
case  of  the  decreasing-premium  policy  without  return  of  premiums. 
Personally,  I  should  feel  inclined  to  load  the  additional  premium 
somewhat  heavier  than  the  original.  I  cannot  see  that  this  would 
in  any  way  vitiate  the  formula  used. 

In  the  matter  of  computation  of  reserves,  the  method  sug- 
gested by  Mr.  Withington  is  doubtless  the  best  to  follow  in  case 
the  work  is  confined  to  one  or  two  policy  forms.  If  there  were 
occasion  to  calculate  reserves  on  very  many  different  forms  or  on 
the  same  general  form  of  policy  with  different  rates  of  decrease  in 
the  premium,  then  it  might  be  advantageous  to  adopt  a  method 
somewhat  similar  to  one  which  I  have  found  of  great  con^•enience  in 
the  calculation  of  both  net  premiums  and  reserves  upon  decreasing- 
premium  policies  under  which  the  decrease  in  premium  after  the 
second  year  is  a  constant  quantity,  no  matter  what  that  ma}- 
be.  I  have  computed  a  table  upon  the  preUminary  term  basis 
showing  the  net  level  premium  and  terminal  net  values  for  a 
temporar\-  annuity,  providing  for  the  payment  of  one  two  years 
from  date,  subsequent  annual  payments  increasing  one  each  year 
during  the  term  covered.  With  such  a  table  the  reser\'e  under 
a  decreasing-premium  policy  of  the  character  just  referred  to  by 
me  can  be  ver}-  quickly  calculated.  I  simply  multiply  the  termi- 
nal values  shown  in  the  table  by  the  amount  of  the  annual  decrease 
in  the  net  premium  and  add  the  result  to  the  terminal  values  of  the 
corresponding  form  of  level-premium  policy. 

To  show  how  closely  a  policy  of  this  form  can  be  made  to 
resemble  the  more  complicated  and  difficult  form  used  by  Mr. 
Withington,  I  have  computed  net  and  gross  premiums  under 
a  twenty-payment  life  at  age  35,  making  use  of  the  following 
numerical  values: 

r=  .007 
m=  .066 

Under  a  return-premium  policy  computed  upon  the  foregoing 
basis,  the  greatest  variance  in  gross  premium  as  compared  with 
the  premium  set  out  by  Mr.  Withington  is  7  cents.  The  total 
premiums  paid  throughout  the  twenty-year  period  are  11  cents 
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greater  than  those  shown  by  him,  while  the  net  premiums  for  the 
entire  period  are  3  cents  greater. 

If  ciecreasing-premium  poUcies  with  return  of  premiums  are  to 
become  popular  it  would  seem  to  me  that  the  more  simple  form 
were  the  better,  particularly,  since  the  practical  results  can  be 
made  to  agree  so  closely. 

IMMEDIATE    ANNUITIES    WITH    PROVISION    FOR    RETURN    OF 
UNPAID  PORTION  OF  PURCHASE  MONEY 

By  R.  Montague  Webb 

Mr.  Vineberg:  Mr.  Webb  presents  in  his  paper  a  method 
for  determining  the  integer  in  the  value  of  an  immediate  life 
annuity  with  provision  for  the  return  of  unpaid  portion  of  pur- 
chase money,  much  neater  in  its  appearance  than  the  one  originally 
given  by  Mr.  Manly  and  described  by  Mr.  Webb  on  p.  24  of  his 
paper. 

I  doubt,  however,  if  Mr.  Webb's  method  is  as  self-evident  as 
Mr.  Manly's  and  furthermore  I  do  not  understand  how  it  can  be 
said  to  give  the  result  by  "direct  calculation." 

A  direct  method  does  not  permit  of  obtaining  the  result  by 
experiment,  and  Mr.  Webb's  process  is  in  my  opinion  just  as 
much  an  experimental  one  as  Mr.  Manly's,  although  as  I  have 
said,  it  is  neater  and  therefore  has  more  of  the  appearance  of 
directness. 

Mr.  Webb  takes  Mr.  Manly's  formula  (equation  i,  p.  24)  as 
the  base  for  his  method  and  substitutes  for  the  last  term  Rx+a+i 
the  following  expression /?:c4-„+i  —  J/r+n+i  —  M;K+„+2  .... 
(It  is  necessary  here  to  point  out  that  in  the  paper  the  minus  signs 
before  the  M  symbols  should  be  plus  signs.  It  was  evidentl}'  ^Ir. 
Webb's  intention  to  have  a  bracket  placed  before  Ry^f-i-) 

The  author  substitutes  y  for  x-\-n,  but  the  substitution  is  not 
necessary  and  furthermore  does  not  simplify  or  make  clearer  the 
process. 

The  value  n,  although  it  is  the  nearest  integer  in  the  ordinary 
annuity  value,  is  quite  arbitrary  as  far  as  the  problem  is  concerned, 
because  it  bears  no  relation  whatever  to  the  desired  result  or  to 
any  value  in  the  equation.  It  is  used  by  the  author  merely  because 
he  knows  that  it  must  be  less  than  the  required  value  and  is  there- 
fore a  safe  starting-point,  in  what  is,  as  I  have  said,  the  finding  by 
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experiment  of  the  solution  to  the  problem  set.  It  is  because  this 
value  n  is  purely  an  arbitrar\'  one  and  without  relation  to  any 
other  value  dealt  with  that  the  last  equation  on  p.  25  cannot  be 
completely  given.  The  sum  of  the  M  terms  in  the  right-hand 
side  of  this  equation  make  up  the  difference  between  Rx+a+i 
and  Rx+n+i,  which  difference  is  of  course  unknown.  If  a  and 
}i  were  equal  there  would  be  no  difference  and  therefore  no  M 
terms;  if  a  exceeded  ;/  by  unity  there  would  be  one  M  term,  if  by 
two  there  would  be  two  M  terms,  and  so  on.  This  last  sentence 
is  I  think  the  key  to  the  method.  On  p.  26  it  will  be  seen  that 
Mr.  Webb  first  puts  ;/  =  6  and  obtains  the  numerical  value  of  the 
first  part  of  the  right-hand  side  of  the  equation,  i.e.,  the  section 
up  to  but  not  including  the  M  terms.  He  does  not  take  into 
consideration  the  -1/  terms  because  by  trial  he  is  determining 
whether  the  value  >i,  in  this  particular  case  6,  is  also  the  required 
result  a.  This  numerical  value  is  11 .37,  which  shows  that  6  is  not 
the  value  of  a.  Then  7  is  tried  by  subtracting  from  the  first 
numerical  value  the  first  M  term.  This  result  is  still  incorrect 
and  from  it  the  second  M  value  is  deducted,  which  is  merely 
another  way  of  saying  that  the  value  8  is  tried,  and  by  inspection 
the  result  thus  found  is  seen  to  be  correct.  It  will  be  evident  that 
the  number  of  .1/  terms  which  have  to  be  used  gives  the  excess  of 
a  over  n,  which  is  another  way  of  putting  the  statement:  ''If  a 
and  n  were  equal  ....  two  terms,""  made  above. 

I  therefore  think  it  correct  to  class  'Sir.  Webb"s  method  as 
a  trial  method  and  not  as  a  method  of  direct  calculation. 

Mr.  Webb's  method  should  prove  valuable  in  practice  on 
account  of  the  comparative  ease  wiih  which  results  may  be  ob- 
tained by  the  use  of  previously  prepared  tables. 

The  form  of  annuity  Mr.  Webb  brings  to  our  notice  should 
tend  to  make  annuities  more  popular  in  this  country  than  they 
have  been  heretofore,  but  I  doubt  very  much  if  single-premium 
annuities  of  any  kind  will  prove  saleable  to  any  great  extent  as 
long  as  the  valuation  standard  calls  for  3?  per  cent  interest,  while 
gilt-edge  long-term  bonds  are  seUing  on  a  basis  exceeding  5  per 
cent. 

It  may  not  be  amiss  here  to  call  attention  to  the  papers  on 
participating  annuities  which  have  appeared  recently  in  the  Trans- 
actions of  the  Actuarial  Societv. 
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Mr.  Stein:  Mr.  President,  not  in  the" spirit  of  criticism,  but 
rather  for  information,  I  should  like  to  know  what  table  would 
be  used  in  the  computation  of  annuities  of  the  kind  under  consid- 
eration. One  company  I  have  in  mind — an  eastern  company — 
has  issued  a  large  number  of  annuities,  including  this  particular 
form.  They  made  use  of  the  American  3  per  cent  table,  and  it 
seems  to  me,  if  this  table  be  used,  while  it  may  prove  profitable 
for  the  insurance  portion  of  the  annuity,  yet  for  the  annuity  por- 
tion it  would  mean  probably  a  loss  to  the  company,  since  it  is 
reasonable  to  assume  that  the  mortality  would  be  more  favorable 
than  the  table  provides.  The  particular  company  to  which 
I  refer  and  which,  as  I  have  said,  did  quite  a  large  business  on  this 
particular  form  of  annuity,  discontinued  its  issue  in  1911,  because 
it  found  in  its  own  experience  that  the  losses  on  the  annuity  portion 
practically  offset  any  profits  on  the  insurance  portion.  Then,  too, 
this  company,  limited  its  issue  to  ages  up  to  sbcty-five,  which  was 
the  limit  of  age  for  regular  insurance,  considering,  that  since  an 
insurance  feature  was  included,  it  ought  not  to  be  given  to  anyone 
over  the  age  at  which  it  would  grant  regular  insurance.  I  should 
like  to  know  what  mortality  table  Mr.  Webb  would  use  in  the 
calculation  of  premiums  on  annuities  of  this  kind.  If  the  American 
table  were  used,  in  view  of  the  proverbial  longevity  of  annuitants, 
you  would  probably  lose  on  the  annuity  portion,  while  if  you 
provide  a  table  which  took  care  of  the  annuity  portion,  how  would 
you  provide  for  the  mortality  under  the  insurance  portion,  the 
mortality  on  insured  lives  being  very  different  from  that  on 
annuitants.  As  I  understand  it,  he  assumed  that  the  calculations 
were  to  be  on  the  American  table,  which  would  provide  for  entirely 
too  high  a  mortality  for  the  annuity  portion,  it  seems  to  me. 

Mr.  Webb:  In  a  paper  by  Mr.  I.  B.  Macaulay  in  Vol.  IV  of 
the  Transactions  of  the  Actuarial  Society  of  America  your  question 
is  practically  answered.  He  says  that  in  an  undertaking  where 
part  of  the  risk  is  by  way  of  insurance  and  part  by  way  of  annuity, 
the  answer  is,  that  as  long  as  you  are  dealing  with  the  same  life 
you  cannot  very  well  use  one  mortality  table  in  part  of  that  life 
and  then  apply  another  mortality  table  to  some  other  part  of  the 
same  life.  With  regard  to  that  particular  question  which  you  have 
asked  me,  I  would  undoubtedly  use  for  the  whole  calculation  the 
annuitant's  table  that  I  selected  for  the  calculation  of  the  annuity. 


1915]  Discussion  at  Eighth  Meeting  21 

For  instance,  in  my  paper  I  have  used  the  New  York  standard 
table,  which  was  McCUntock's  table,  and  the  transaction  is  mainly 
an  annuity  transaction.  The  return-premium  feature  is  only  an 
adjunct  to  it,  and  I  should  undoubtedly  use  the  same  table 
all  the  way  through,  for  otherwise  you  have  to  make  the 
assumption  that  while  the  annuitants  will  be  following  McClin- 
tock's  table  in  the  annuity  part,  they  will  be  following  the  mortality 
of  short  lives  for  the  return-premium  features,  and  they  both  take 
place  as  far  as  the  calculation  is  concerned  at  the  same  time,  that 
is  to  say  they  cover  the  same  period.  You  have  begun  to  pay 
the  annuity  and  you  will  either  pay  it  for  a  long  period  or  else  you 
will  pay  a  return  premium.  While  the  calculation  covers  exactly 
the  same  identical  future  years,  your  man  or  woman  in  the  case 
must  follow  some  mortality. 

Mr.  Stein:  If  I  may  repeat  what  I  said  a  little  while  ago: 
the  company  that  has  had  probably  the  most  experience  with  this 
particular  form  of  annuity  discontinued  their  issue  in  191 1  because 
it  found  them  unprofitable  to  the  company.  The  rates  were  based 
upon  the  American  3  per  cent,  I  think,  and  it  found  whatever  it 
made  on  the  insurance  portion  of  this  particular  form  it  lost  on 
the  annuity  portion,  and  as  a  practical  matter,  I  presume,  that  if 
that  company,  with  its  large  experience,  found  it  unprofitable,  it 
would  not  be  the  kind  of  a  contract  any  other  company  would 
want  to  issue.  That  is  the  reason  I  asked  what  mortality  table 
would  be  employed. 

Mr.  Mead:  I  think  that  the  principle  which  Mr.  Webb  has 
stated  is  well  founded,  namely,  that  two  different  sets  of  mor- 
tality tables  should  not  be  used  in  making  computations  for  a 
combination  of  benefits  on  the  same  life.  This  is  especially  true 
where  the  combined  benefits  are  simultaneous.  You  get  the  same 
mortality  under  both  and  therefore  the  same  mortality  table  should 
be  used.  Under  annuities  without  return  in  case  of  death  a  very 
light  mortality  will  be  experienced,  for  they  are  taken,  for  the  most 
part,  only  by  applicants  who  have  confidence  of  long  life,  and  it 
has  been  demonstrated  time  and  again  that  that  confidence  is  well 
founded,  particularly  in  this  country  where  a  very  low  mortality 
has  been  experienced.  On  the  other  hand,  it  may  be  anticipated 
that  the  mortality  will  be  somewhat  higher  under  annuities  pur- 
chased with  a  return  of  premium  benefit,   for  unquestionably 
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among  the  purchasers  of  such  annuities  will  be  included  many  who 
would  not  have  the  confidence  in  long  life  such  as  would  inspire 
them  to  purchase  annuities  without  return  premium.  However, 
it  would  not  be  conservative  to  take  this  into  consideration  in 
computing  premiums  for  annuities  with  the  return  of  premium 
benefit,  especially  since  the  companies  have  been  losing  money 
during  the  past  few  years  on  the  mortality  element  in  connection 
with  annuities.  Therefore,  it  would  not  seem  to  me  proper  that 
there  should  be  employed  a  table  showing  lighter  mortality  than 
jMcClintock's  annuitant's  table  for  annuities  with  the  return- 
premium  benefit. 

Mr.  Webb:  I  think,  in  connection  with  that  idea,  that  we 
cannot  very  well  find  fault  with  the  method  of  adopting  a  standard 
table  for  these  return-premium  annuities,  because  it  is  possible 
that  there  will  be  a  selection  naturally  against  the  company.  Those 
people  who  feel  they  are  going  to  live  long  have,  I  think,  to  be 
taken  into  consideration  in  the  calculations  for  the  same  reason 
that  certain  forms  of  life  insurance  must  be  considered,  and  there 
will  be  a  selection  exercised  against  the  company  as  between, 
for  instance,  life  policies  and  term  policies.  A  group  of  men 
thirty-five  or  forty  years  old  who  felt  that  they  were  really 
bad  risks,  although  the  company  could  determine  that  by  a 
physical  examination,  would  take  twenty-year  term  policies  if 
they  could  do  so.  Because  a  man  applies  for  a  twenty-year 
term  policy  instead  of  a  twenty-five-payment  life  policy,  we  can't 
say  to  him,  "Well,  we  are  going  to  calculate  your  premium  on 
a  different  table."  We  are  limited  as  to  what  we  can  do  in  that 
way  by  the  tables  prescribed  by  the  different  departments,  and 
I  do  not  think  that  the  state  of  New  York,  whose  tables  I  used, 
would  allow  a  departure  from  the  table  actually  prescribed  for 
you  in  the  statutes.  They  have  adopted  McClintock's  table 
with  35  per  cent  interest  for  all  annuity  contracts,  and  I  think 
that  would  cover  any  annuity  with  return  premium. 

Mr.  Mead:  Mr.  Webb,  are  you  under  the  impression  I  advo- 
cate different  tables  ? 

Mr.  Webb:  No,  I  am  not.  I  am  not  answering  your  ques- 
tion, Mr.  Mead.  I  am  merely  answering  the  cjuestion  that  was 
suggested  in  my  own  mind  by  your  question.  I  was  very  glad  to 
see  you  agree  with  me,  but  I  might  call  attention  to  the  one  case 
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where  il  would  he  absolutely  correct  to  use  two  morlaliL}'  taljles, 
and  that  would  be  in  the  case  of  a  man  that  we  knew  was  insured, 
we  will  say,  today,  and  we  knew  for  a  fact  that  within  the  course 
of  some  eight  or  ten  years  he  was  going,  out  of  necessity,  to  reside 
in  another  country  where  the  mortality  was  different.  While 
Mr.  Mead  was  speaking  I  was  thinking  especially  of  men  in  Eng- 
land who  are  preparing  over  a  long  course  of  years  for  subsequent 
duty  in  the  Indian  civil  service.  Those  men  usually  go  out  there 
at  about  twenty-five  years  of  age  and  at  forty  years  of  age  they  are 
superannuated  and  nearly  always  return  to  England  or  Scotland. 
I  think  in  issuing  a  policy  on  the  lives  of  such  men  it  would  be 
right  and  proper  to  use  two  mortality  tables.  There  are  several 
English  companies  that  do  use  separate  tables  in  issuing  policies 
on  persons  resident  in  India  under  condition  that  they  will  return 
to  England.  I  think  in  cases  like  that,  where  it  is  known  that  the 
same  life  will  be  subject  to  different  climatic  conditions,  we  could 
use  two  mortality  tables  because  it  would  be  affecting  different 
parts  of  that  man's  life.  In  the  case  of  this  annuity  with  return 
premium  the  annuity  runs  absolutely  over  the  same  period  of  life. 

Mr.  Anderson:  Mr.  President,  I  haven't  much  to  otTer  on 
this  subject,  but  I  would  like  to  raise  a  question  or  two  for  the 
purpose  of  having  it  more  fully  discussed.  I  cannot  see  why  it 
would  be  improper  to  use  two  mortality  tables  under  the  conditions 
mentioned.  I  can  see  why  it  would  be  impracticable  in  some  cases, 
but  I  can  see  nothing  inconsistent  in  it.  We  know,  for  example, 
that  there  are  some  companies  doing  both  a  life-insurance  business 
and  an  annuity  business.  Suppose,  for  example,  that  John  Doe 
comes  to  such  a  company  and  applies  for  a  life-insurance  policy; 
it  would  issue  a  policy  based,  perhaps,  on  the  i\merican  table  with 
3  per  cent.  Suppose  that  he  applied  the  same  day  for  an  annuity 
contract  and  paid  for  it,  the  company  would  undoubtedly  use, 
say,  McClintock's  table  as  a  basis  for  that  contract.  Why,  then, 
would  it  be  improper  to  use  two  tables  for  the  two  contracts  com- 
bined in  one  ? 

In  contracts  where  the  annuity  is  the  principal  feature  and 
the  insurance  feature  is  comparatively  small,  a  company  might  be 
safe  in  using  an  annuity  table,  and,  likewise,  if  the  insurance  feature 
was  the  principal  part,  and  the  annuity  feature  a  negligible  quan- 
tity, an  insurance  table  might  be  used  without  serious  danger 
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to  the  company.  But  what  are  you  going  to  do  if  the  two  features 
are  of  practically  equal  importance,  that  is  to  say,  which  kind  of 
table  should  be  used  in  the  computations  ?  It  seems  to  me  that 
the  scientific  way  would  be  to  use  an  annuity  table  for  the  annuity 
part  and  an  insurance  table  for  the  life-insurance  feature,  except 
in  cases  where  the  one  part  of  the  other  might  be  so  small  as  to  be 
negligible;  but,  as  stated  at  the  outset,  I  should  like  to  hear  this 
question  discussed  further. 

Mr.  Cathles:  I  do  not  know,  Mr.  President,  whether  this 
is  a  subject  capable  of  solution,  but  I  should  just  like  to  illustrate 
Mr.  Anderson's  point.  There  was  a  very  responsible  company 
which  had  its  annuities  calculated  on  one  table  and  its  insurance 
rates  on  another,  and  because  people  were  able  to  borrow  money 
at  a  certain  cheap  rate  of  interest  on  these  two  contracts,  some 
wide-awake  people  did  so.  The  interest  on  the  borrowed  money 
plus  the  premiums  is  less  than  the  annuity  the  company  pays  them. 

Mr.  Kime:  Mr.  President,  it  seems  to  me  that  Mr.  Anderson's 
question  arises  a  little  bit  out  of  the  fact  that  we  might  hardly  be 
said  to  have  any  mortality  table  which  exactly  fits  a  group  of 
lives  such  as  Mr.  Webb  has  in  mind.  Now  if  we  had  that  mor- 
tality table,  it  would  certainly  show  the  mortality  we  could  expect 
in  such  a  group  of  lives,  both  for  the  insurance  and  the  annuity 
elements.  We  use  the  same  table  for  the  term  and  the  pure 
endowment  elements  in  an  endowment  insurance  policy,  although, 
if  issued  independently,  we  should  expect  quite  a  different  mor- 
talitv  among  the  two  classes  of  contract  holders. 
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INFORMAL  DISCUSSION 

PUBLICITY:     CHANGES   AD\ISABLE   IN   FORMS   OF   FINANCIAL 
STATEMENTS    GIVEN    PUBLICITY    BY    COMP-\NIES,    INSUR- 
ANCE DEPARTMENTS,  AND  STATISTICAL  PUBLICATIONS 

Mr.  Anderson:  There  are  just  a  few  things  to  which  I 
would  call  your  attention,  and  in  doing  so  I  want  to  refer  to  a 
report  made  by  our  so-called  "Board  of  State  Affairs"  in  Wis- 
consin. Before  reading  any  part  of  this,  however,  I  want  simply 
to  call  attention  to  the  two  reports  I  have  here  before  me.  I  do 
not  intend  to  make  this  a  graphic  illustration  but  it  comes  very 
near  being  that. 

This  is  a  report  for  18S6  containing  106  pages  covering  all 
branches  of  insurance  in  the  state  of  Wisconsin.  This  is  a  report 
for  1906,  twenty  years  later,  covering  life  insurance  only,  and 
containing  over  1,700  pages.  The  department  issued  two  other 
volumes  approximately  half  as  big  as  this  volume  in  that  same 
year.  Now,  what  has  happened  in  W'isconsin  has  also  happened 
in  other  states.  The  New  York  department,  for  example,  issues 
five  volumes  in  each  year.  In  1914  the  W'isconsin  department 
issued  three  volumes,  covering  in  all  about  3,400  pages.  This 
particular  volume  contains  over  1,700  pages. 

"Analytical  comparison  of  the  Wisconsin  report  with  three 
well-known  commercial  reports  shows  that  there  is  no  reason  for 
the  excessive  size  and  cost  of  the  state  publication,  and  also  indi- 
cates the  uselessness  of  much  of  the  details  it  contains. 

"The  Wisconsin  report  on  life  and  casualty  companies  is 
assumed  to  be  444  single  items  concerning  the  report  of  each  of 
the  companies.  Analysis  of  the  Wisconsin  reports  shows  that 
354  items  appear  more  than  once;  90  of  them  appear  but  once; 
51  appear  twice;  124  three  times;  31  four  times;  5  appear  five 
times;  i  appears  in  twelve  different  places,  making  a  total  of  1,324 
separate  entries  for  each  company  reported  upon.  The  annual 
report  of  life  and  casualty  companies  assumes  to  give  information 
on  the  120  items  concerning  each  company,  of  which  74  occur 
once;   40  appear  twice;    2  appear  three  times,  and  i  appears  five 
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times,  making  a  total  of  169  entries  compared  with  1,324  in  our 
department  report.  The  Wisconsin  report  gives  almost  four 
times  as  much  detail  about  each  company  as  the  Best  Annual, 
renowned  for  its  frankness  and  integrity,  which  finds  a  ready  sale 
in  this  state  at  $5 .00  per  volume  in  competition  with  the  Wisconsin 
report  which  is  distributed  free  of  charge.  If  all  the  detailed 
information  contained  in  the  Wisconsin  report  was  necessary 
or  even  helpful,  the  Best  publication  would  not  have  obtained  its 
reputation  or  held  its  subscribers." 

This  shows  what  I  think  is  a  very  serious  fault  in  the  publica- 
tions given  out  by  our  department,  but  the  same  criticism  applies 
in  a  large  measure  to  the  reports  of  other  departments.  Agents 
want  these  Best  reports  and  use  them  for  reference,  but  who 
would  carry  a  volume  of  1,700  pages,  for  instance,  when  he  is 
soliciting.  Agents  want  something  that  is  convenient,  and  that 
is  the  reason  why  those  convenient  publications  of  the  Spectator 
Company  and  of  Best  are  bought  at  the  price  at  which  they  are 
sold. 

There  is  another  point  that  I  want  to  bring  out  which  is  that 
these  reports  give  all  the  details  for  one  year  as  a  rule.  That  of 
course  is  necessary,  in  order  to  get  all  the  information  for  one  year, 
but  in  many  cases  it  is  quite  as  important  to  see  what  the  tendencies 
are  in  the  business.  The  Spectator  Company's  Pocket  Index  with 
which  you  are  all  familiar,  I  think  is  a  "gem"  in  that  respect. 
Sometimes,  running  over  the  history  of  five  years  to  see  how  the 
business  is  developing  is  much  more  helpful  and  gives  more  real 
information  than  a  large  volume  of  this  kind. 

We  have  in  mind,  if  we  can  work  it  out,  to  print  a  five-year 
history  of  the  principal  items  that  the  agents  and  the  public  would 
be  interested  in.  There  we  meet  quite  a  serious  problem  because 
probably  no  two  persons  could  agree  on  just  where  the  happy 
medium  lies,  in  respect  to  what  the  people  want.  That  leads  me 
to  refer  to  the  objects  of  legislation,  as  I  view  them.  The  first 
law  in  this  country  covering  insurance,  that  I  have  found,  was 
passed  in  Massachusetts  in  1807.  The  only  purpose  of  that  law 
was  to  provide  for  publicity.  It  required  the  companies  to 
furnish  a  statement  of  their  business  for  the  year  to  the  General 
Court  or  Senate,  and  for  fifty-one  years  there  was  no  new  ground 
taken  in  legislation.     But  in  1858  we  have  the  first  standard  insol- 
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vency  law.  Thai  law  required  solvency  and  gave  the  commissioner 
a  vardstick  with  which  he  could  measure  the  companies'  obliga- 
tions. Following  that,  in  1861,  we  have  a  law  looking  to  the 
equity  of  policy  holders.  Anti-discrimination  laws  and  laws 
relating  to  dividends  are  mere  patchwork  grouped  around  that 
one  principle.  In  1906  New  York  took  another  step  forward 
looking  to  expenses  of  management. 

Now  then,  we  have  those  three  things  that  people  are  inter- 
ested in.  First  as  to  the  solvency;  second  as  to  how  the  companies 
are  treating  the  policy  holders  in  payment  of  claims,  premiums, 
etc.,  looking  to  the  equitable  relations  between  the  policy  holders 
and  the  company;  and,  third,  we  have  the  question  of  expense 

The  question  then  is:  Can  a  report  be  prepared  in  convenient 
form  that  will  give  all  the  essential  information  and  at  the  same 
time  show  the  drift  or  tendency  of  the  business  for  a  period  of 
years — in  short,  make  the  reports  of  greater  use  to  the  companies, 
the  agents,  and  the  public,  and  at  the  same  time  reduce  the  expense 
of  printing  ? 

]\Ir.  Corbett:  Mr.  President,  I  wish  to  refer,  first,  to  the 
form  of  these  reports  rather  than  to  the  substance.  I  hav«  in 
mv  hand  here  the  regulation  nightmare  which  you  all  recognize 
as  a  copy  of  the  report  required  by  one  of  the  state  departments — 
it  is  immaterial  which  one— a  gigantic  copy-book,  comprising 
many  square  feet  of  surface  all  to  be  filled  in  by  laborious  pen  work. 
It  does  not  lit  the  facilities  of  the  business  office  of  these  days. 
The  tvpewriter  cannot  be  utilized  and  it  seems  entirely  out  of 
harmony  with  usual  business  conditions  to  till  out  these  big 
awkward  compendiums  of  pen  work. 

I  have  here  another  document  which,  from  its  ordinary  looks, 
you  might  think  must  deal  with  a  very  insignificant  subject.  It 
is  the  regulation  legal  cap  size  which  will  go  into  the  typewriter  and 
can  be  filled  out  in  that  way,  as  well  as  by  pen  work.  It  requires 
incidentally  quite  a  number  of  supplemental  schedules.  In  calling 
for  these  schedules  it  simply  gives  a  form.  Whether  there  are  ten 
items  or  ten  pages,  it  becomes  an  easy  matter  to  write  them  on 
blank  sheets  on  the  typewriter,  following  the  prescribed  form,  and 
attach  the  schedule  in  its  proper  place.  The  document  I  am 
exhibiting  is  the  report  re(|uired  by  the  Comptroller  of  the  Cur- 
rency from  all  national  banks,  members  of  the  legal  reserve  system. 
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The  auditor  of  a  big  Chicago  bank  showed  me  his  file  of  copies 
of  these  reports,  neatly  folded,  in  a  pigeonhole  of  his  desk,  soon  to 
be  transferred  to  an  ordinary  vertical  file.  The  contrast  is  between 
simple  business  efficiency  on  one  hand,  and,  on  the  other,  an  absurd 
habit  copied  with  exaggerations  by  one  state  department  from 
another.  No  matter  how  long  the  report  nor  how  many  the 
items  or  schedules  the  simpler  form  would  be  better.  It  is  only 
necessary  to  increase  the  number  of  sheets. 

I  am  not  speaking  now  of  the  advisability  of  curtailing  the 
report;  that  is  another  story,  one  that  must  be  dealt  with,  and 
about  which  I  have  little  to  say  later  on.  I  am  speaking  now  of 
the  form.  It  seems  to  me  that  it  is  possible  for  the  state  depart- 
ments to  conform  somewhat  more  to  the  customs  of  business,  and  to 
allow  you  to  make  use  of  your  typewriters  and  ether  ofiice  facilities. 
Consider  also  the  difference  in  filing,  in  transmitting,  and  in  storage. 
Anyone  can  see  how  much  more  convenient  a  report  in  this  form 
would  be,  and  my  purpose  is  to  suggest  that  if  a  united  effort  were 
made  and  proper  influence  brought  to  bear  upon  our  respective 
state  members  of  the  National  Convention  of  Insurance  Com- 
missioners, we  might  induce  them  to  adopt  forms  more  in  line 
with  the  usage  of  other  important  departments  of  the  state  and 
national  government. 

In  regard  to  the  substance  itself,  the  items  which  should  be 
called  for  in  these  reports  and  the  changes  advisable,  I  recognize 
that  we  are  dealing  with  a  question  that  is  very  m^uch  in  the  thought 
of  associations  of  insurance  people.  I  understand  that  during  this 
present  year  the  companies  affiliated  with  the  Association  of  Life 
Insurance  Presidents  are  taking  this  matter  up  through  one  of 
their  own  committees,  and  it  is  receiving  careful  analysis  and 
study.  It  may  be  that  for  that  very  reason  it  is  opportune  now 
for  the  members  here  present  to  express  themselves  and  for  this 
organization  to  take  any  action  which  seems  wise  to  take,  because 
such  action  would  probably  be  noted  in  connection  with  other 
discussions  now  going  on. 

In  any  specialized  business  there  is  bound  to  be  a  tendency 
to  increase  the  detail  in  statement  reports,  which,  if  not  carefully 
watched,  might  easily  grow  to  such  an  extent  as  to  destroy  in  a 
large  measure  the  value  of  the  report. 
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Some  men  have  hobbies  and,  if  unhindered,  would  develop  their 
ideas  out  of  due  proportion.  In  connection  with  the  reports  of 
life-insurance  companies — a  highly  specialized  business — these 
conditions  are  not  absent.  The  published  reports  of  life-insurance 
companies  as  required  by  the  insurance  departments  should  first 
and  always  deal  with  the  question  of  solvency,  with  a  sufficient 
analysis  to  produce  a  basis  of  satisfactory  comparison  between 
companies — in  other  words  to  show^  up  the  character  of  the  com- 
pany's investments  and  business. 

It  is  very  easy  to  go  too  far  in  this  matter  of  analysis  by 
requiring  information  of  companies  which  can  be  furnished  only 
at  an  expense  too  great  for  the  results.  Life-insurance  companies 
today  are  required  to  furnish  information  to  various  insurance 
departments  at  a  cost  of  thousands  and  thousands  of  dollars,  which 
information  is  rarely  more  than  checked  up  and  tiled  by  the 
insurance  departments,  producing  little  useful  advantage  to  the 
insuring  public  at  large.  It  seems  to  me  therefore  that  the  tend- 
ency should  be  tow^ard  simplicity  rather  than  the  reverse,  not 
only  from  the  standpoint  of  expense,  but  also  to  make  the  reports 
understandable  to  the  readers.  There  is  nothing  which  detracts 
more  from  a  report  than  volume  of  detail.  I  believe  that  the 
tendency  of  the  insurance  departments  is  rightly  toward  simphcity, 
especially  in  their  published  reports,  and  is  the  course  which  should 
be  followed  by  insurance  publishers  in  their  statistical  publications 
which  necessarily  depend  to  a  large  degree  upon  the  departmental 
reports. 

There  occurs  to  me  one  item  which  is  not  given  in  all  of 
the  reports  but  ought  to  be  given.  Since  some  states  are  requiring 
amortized  values  of  securities  there  arises  a  little  uncertainty  in  the 
comparison  of  the  assets  of  companies  which,  as  I  have  already 
said,  is  a  vital  point  in  all  publicity.  It  therefore  seems  to  me 
that  not  only  the  Ijook  and  market  value  should  be  given,  but  a 
third  column  for  amortized  value  should  be  added.  It  seems  to 
be  an  item  the  need  for  which  has  developed  out  of  recent  con- 
ditions. 

Mr.  Arnold:  There  is,  at  the  present  time  as  is  indicated 
by  the  suggested  theme  of  discussion,  a  threefold  publicity  gi\en 
the  financial  statements  of  life-insurance  companies. 
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The  publicity  enforced  by  the  state  in  requiring  the  filing, 
as  pubhc  documents,  of  the  formal  annual  statements  and 
reports  of  examinations;  and  in  the  publication  of  the 
abridged  annual  statements,  including  in  some  states  the 
gain  and  loss  exhibit  or  an  abstract  thereof.  Such  financial 
statements  as  are  given  publicity  by  the  state  are  uniform  in 
character. 

2.  The  publicity  voluntarily  sought  by  the  companies  through 
the  publication  of  their  financial  statements  as  advertisements 
and  in  pamphlet  form  for  use  as  canvassing  documents.  The 
statements  voluntarily  issued  by  the  companies  give  more  detailed 
information  as  a  rule  than  the  synopses  of  annual  statements 
published  by  the  departments,  and  are  not  infrequently  supple- 
mented by  comparati\e  tables  directing  attention  to  the  progress 
shown  to  have  been  made,  during  the  preceding  year  or  term  of 
years,  in  various  particulars.  There  is  a  lack  of  uniformity  in 
the  statements  issued  by  the  companies,  not  so  much  in  the  financial 
statement  proper  as  in  the  information  supplemental  thereto;  each 
company  aiming  to  direct  particular  attention  to  matters  in  which 
its  showing  is  most  commendable. 

3.  The  publicity  resulting  from  critical  analyses  of  annual 
statements  in  such  well-knowm  publications  as  the  Western  Under- 
writer Policyholders^  Digest,  Best's  Life  Insurance  Reports  and  the 
Spectator's  Index,  at  least  one  of  which  publications,  or  a  similar 
one,  is  doubtless  to  be  found  in  the  hands  of  every  active  life- 
insurance  salesman. 

The  publicity  enforced  by  the  state  is  designed  to  protect  the 
interests  of  policy  holders,  not  only  by  acquainting  them  with  the 
financial  strength  of  the  companies  and  the  manner  in  which 
their  affairs  are  conducted,  so  far  as  this  may  be  disclosed  by  a 
financial  statement,  but  as  well  by  inciting  company  managers 
to  vie  with  each  other  in  so  conducting  company  affairs  as  to  reflect 
credit  on  the  management  and  secure  the  approbation  of  policy 
holders  and  prospective  insurers.  This  enforced  publicity  is  in  a 
sense  a  corrective  measure.  It  is  supplemented  by  the  publicity 
given  financial  statements  by  the  statistical  publications.  The 
publicity  sought  by  the  companies  themselves,  like  any  other  paid- 
for  publicity,  is  designed  to  further  the  interests  of  the  individual 
company  with  a  view  of  showing  old  policy  holders  that  the  com- 
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pany  merits  a  continuance  of  patronage  and  to  induce  the  patronage 
of  prospective  insurers. 

I  am  of  the  opinion  the  present  convention  form  of  annual 
statement  affords  information  in  sufficient  detail  to  answer  all 
purposes  of  publicity  as  above  outlined. 

I  am  also  of  the  opinion  it  furnishes  information  in  too  great 
detail  for  intelligent  consumption  by  policy  holders  and  others 
not  versed  in  insurance  matters. 

I  am  making  no  objection  to  the  present  convention  form  for 
purposes  of  supervision  by  experts;  but  I  think  it  might  benefit 
the  business  if  we  had  a  generally  accepted  abridged  form  of 
yearly  comparative  statement  that  would  indicate  to  the  layman 
the  general  progress  of  our  companies  during  a  period  of,  say,  five 
years.  No  one  of  the  statistical  publications  gives  all  the  informa- 
tion that  might  advantageously  be  shown  by  such  a  comparative 
statement  as  I  have  in  mind.  A  combination  of  the  data  given 
in  Best's  and  the  Spectator  Pocket  Index  is  the  nearest  approach 
to  it.  This  statement  it  occurs  to  me  might  well  be  made  in 
the  insurance  department  report  supplementally  to  the  financial 
statement  of  each  company.  I  would  arrange  it  as  the  Spectator 
Pocket  Index  data  is  arranged  and  show  for  a  period  of  five  years 
such  information  taken  from  the  financial  statement  and  gain  and 
loss  exhibit  as  would  indicate  to  a  layman  in  a  general  way  the 
company's  progress  or  retrogression.  A  cue  might  be  taken  from 
the  canvassing  documents  issued  by  companies  as  to  just  what 
information  should  be  shown  in  such  a  supplemental  statement. 
For  instance,  I  saw  the  other  day  a  piece  of  literature  giving  the 
financial  statement  of  a  life  company  and  appended  to  the  state- 
ment and  under  a  suitable  caption  indicating  the  company's  pro- 
gressiveness  and  conservatism  there  were  shown  the  "increase  in 
premium  receipts,"  "increase  in  interest  receipts,"  "increase  in 
assets,"  " increase  in  legal  reserves,"  and  various  other  "increases." 
"Increase  in  surplus"  was  conspicuous  by  its  absence.  I  referred 
to  the  departmental  report,  curious  to  learn  the  situation  as 
regards  surplus  to  policy  holders  and  found  that  the  unassigned 
funds  were  over  850,000  less  on  December  31,  1914,  than  on 
December  31,  1913. 

I  think  such  supplemental  statement  as  might  be  appended 
to  the  statements  appearing  in  the  published  insurance  reports 
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might  properly  show  such  items  as  the  following  for  each  of  the 
preceding  five  years: 

New  Premiums 

Renewal  Premiums 

Interest  and  Other  Income 

Total  Expenses  of  Management 

Excess  of  Income  over  Disbursenients 

Net  Increase  in  Market  Values  of  Investments  over  Book  Values 

Net  Admitted  Assets 

Surplus  Funds  Apportioned  or  Set  Aside 

Unassigned  Funds  and  Capital 

Gain  or  Loss  in  Surplus  during  Year  on  Insurance  Account 

Gain  or  Loss  in  Surplus  during  Year  on  Investment  Account 

Insurance  Written 

Insurance  in  Force 

Such  a  skeleton  table  would,  I  believe,  give  more  information 
of  the  kind  a  layman  wants,  than  the  complete  detailed  financial 
statement  and  the  complete  gain  and  loss  exhibit. 

Mr.  Seitz:  There  have  been  two  members — Mr.  Anderson 
and  Mr.  Arnold — who  I  believe  are  voicing  the  sentiment  of  the 
present  day,  a  sentiment  that  is  very  erroneous,  which  is  that  the 
state  takes  care  of  so  many  details  for  the  people.  If  the  state 
begins  to  assume  details — you  see  it  in  every  activity  of  the 
people — it  assumes  in  time  every  detail.  We  have  a  fund  of 
information,  in  the  present  insurance  report  of  the  state,  of  the 
transactions  of  the  companies  for  the  year  of  statement.  It  is 
practically  impossible  to  furnish  the  report  to  each  citizen  who 
theoretically  is  entitled  to  it.  The  substance  of  the  report  is 
disseminated  through  the  channels  of  the  insurance  journals  and 
insurance  agents — a  proper  division  of  labor. 

These  two  gentlemen  wish  the  state  to  assist  in  making  a  com- 
parison of  the  record  of  certain  corporations  in  the  state.  I  do 
not  think  that  the  state  should.  I  think  it  should  be  curbed  in 
its  desire  to  assume  private  enterprises.  We  have  Best's,  the 
Spectator  Index,  and  various  other  publications  which  take  care 
of  comparisons.  This  discussion  of  mine  is  not  made  on  account  of 
the  inherent  danger  of  the  particular  point  discussed  but  on  account 
of  what  it  foreshadows.  It  is  an  entering  wedge.  These  two 
gentlemen  have  knocked  that  wedge  with  a  hammer  and  opened 
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up  a  gap  for  state  paternalism.  I  am  opposed  to  any  further  detail 
except  as  a  preliminary  one  for  the  purpose  of  giving  the  people 
the  information  as  to  the  exact  current  conditions.  They  could  not 
get  it  otherwise  unless  it  was  published  so  that  it  would  be  acces- 
sible. Why  should  the  state  proceed  farther  and  prepare  can- 
vassing documeats  or  comparative  statements.  A  company  may 
show  a  loss  in  some  items  in  two  successive  years.  The  next 
year  it  may  show  a  gain.  Withal  the  policy  holder  may  be  rigidlv 
protected,  but  still  two  years'  loss  shows  that  it  might  have  another 
loss  within  the  next  year  or  so,  and  the  insuring  public  thinks  it 
had  better  not  transact  business  with  that  company,  but  with 
another  company  with  five  years  of  continuous  progress  and  with 
no  better  protection. 

Mr.  Gould:  It  seems  to  me  in  the  papers  read  here  that  there 
has  been  a  combination  of  the  subject  under  discussion  and  the 
next  item.  Mr.  Corbett,  in  his  paper,  suggests  a  thought  which 
has  been  overlooked  entirely.  He  brings  up  for  comparative  pur- 
poses the  federal  reserve  reports  of  the  banks  of  this  country.  That 
offers  you  the  suggestion  at  once.  It  is  a  national  report — a  report 
to  the  federal  government  and  not  a  report  to  a  state  government. 
The  big  item  of  expense  may  not  be  so  burdensome  as  Mr.  Ander- 
son suggests  when  he  shows  you  the  large  Wisconsin  report,  but  the 
real  burden  from  the  fact  that  data,  practically  duplicated,  are 
printed  all  over  the  country  in  48  different  states.  I  think  this 
subject  has  been  up  before  the  convention  of  insurance  com- 
missioners at  different  times  with  the  idea  of  proposing  a  central 
publication  bureau  of  the  commissioners,  but  like  all  things  which 
abrogate  or  have  the  suggestion  of  abrogating  state  rights,  it  has 
not  progressed.  If  any  reUef  is  going  to  be  obtained  from  the 
expense  of  these  reports  by  the  companies  the  endeavor,  in  my 
opinion,  should  be  along  the  line  of  having  one  publication  instead 
of  forty-eight. 

Mr.  Carr:  Mr.  President,  it  has  not  been  my  idea  that  the 
subject  under  discussion  ("Publicity")  was  intended  to  include, 
unless  incidentally,  the  report  made  primarily  to  answer  the 
demands  of  supervision.  I  can  see  no  objection  even  to  increasing 
the  size  of  the  annual  report  if  the  commissioners  feel  they  need  the 
additional  information.  But  I  challenge  any  layman  and  nine- 
tenths  of  the  agents  to  use  intelligently  and  fairly  the  information 
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contained  in  these  reports.  I  do  not  believe  any  agent  carries 
around  a  report  made  to  the  insurance  commissioners  as  a  can- 
vassing document  and  he  has  made  very  little  use  for  it  therefor. 
But  when  you  touch  upon  the  question  of  publication,  you  find — 
to  call  a  spade  a  spade — a  clear  case  of  graft.  The  publication  of 
these  reports  by  the  state  departments  is  a  clear  contribution  to 
newspapers  or  to  the  public  printer  who  has  the  contract.  In 
many  states  once  or  twice  a  year  a  short  statement  or  abstract  from 
the  annual  statement  must  be  given  newspaper  publication,  which 
means  absolutely  nothing  to  anybody.  You  will  see  a  whole  page 
in  a  newspaper  devoted  to  excerpts  from  the  annual  reports  of  such 
and  such  companies  and  nobody  ever  reads  them.  That  is  a  con- 
tribution to  the  newspapers,  and  it  seems  to  me  that  is  the  kind  of 
publicity  which  is  worth  absolutely  nothing  and  is  costly  to  the 
company.  Nor  are  the  published  reports  of  the  insurance  depart- 
ments of  much  greater  value  except  that  they  weigh  heavy  when 
sold  as  waste  paper.  This  is  one  of  the  phases  of  so-called  publicity 
which  it  seems  to  me  we  want  to  discuss.  Give  the  departments 
all  the  information  they  want  in  the  report  to  them,  but  that  is  not 
publicity,  because  nobody  reads  it  or  understands  it  except  the 
experts  who  handle  it. 

]Mr.  Portch:  I  should  like  to  register  my  disagreement  with 
the  opinion  expressed  by  Mr.  Seitz.  I  believe  you  will  find  it  to 
be  the  history  of  government  that  the  more  publicity  given  such 
enterprises  as  public  corporations,  the  less  tendency  there  is  to 
paternalism  on  the  part  of  the  state.  I  believe  it  will  apply  in  this 
case  that,  given  wider  publicity,  the  more  ample  will  be  the  freedom 
granted  to  corporations. 

Mr.  Cathles:  As  I  understood  Mr.  Seitz,  he  wanted  the 
state  departments  to  have  all  the  detailed  information  they  wanted, 
but  he  did  not  want  it  put  in  such  shape  that  the  average  man  could 
understand  it.  I  think  it  is  vastly  more  important  that  informa- 
tion should  be  understandable  than  that  it  should  be  voluminous. 
I  agree  with  Mr.  Portch  that  the  more  publicity  the  corporations 
get,  the  more  freedom  they  get;  and  I  want  to  go  a  httle  farther  and 
state  that  I  believe  that,  if  all  departments  published  simply  a 
statement  along  the  lines  suggested  by  Mr.  Arnold,  the  companies 
would  get  vastly  more  publicity  as  to  their  real  financial  conditions 
than  thev  get  todav. 
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Mr.  Vail:  While  each  member  of  the  American  Institute  of 
Actuaries  has  his  own  individual  opinions,  the  consensus  of  opinion 
seems  to  be  that  we  favor  all  possible  publicity.  We  have  in  our 
membership  cjuite  a  number  of  actuaries  who  are  identified  with 
the  departments  and  their  work  is  just  as  valuable  as  the  work  of 
the  company's  actuary.  I  think  that  the  life  business  is  away 
above  any  other  branch  of  business  because  of  its  publicity. 
And  the  reason  why  the  life  business  is  away  ahead  of  any  other 
branch  of  business  is  largely  because  of  state  supervision  and  state 
publicity.  Of  course,  no  one  carries  the  state  report  with  him  in 
his  solicitation,  but  the  documents  that  the  individual  companies 
and  the  indi\'idual  agents  prepare  are  based  upon  the  sworn 
reports.  It  is  absolute  authority  and  therefore  I  would  not 
minimize  the  importance  of  the  state  publicity  and  the  state 
reports.  I  believe  it  is  fitting  that  we  should  do  what  we  can  to 
aid  the  insurance  commissioners,  but  of  course  it  must  be  by  way 
of  suggestion  to  the  commissioners.  Wx  cannot  dictate  to  them. 
They  have  their  conventions  and  they  discuss  these  questions.  But 
I  think  we  might  with  propriety  suggest  from  time  to  time  some 
additional  features  which  would  bring  out  a  clear  actuarial  state- 
ment of  the  situation.  No  company  can  succeed  by  suppressing 
facts.  We  do  not  want,  of  course,  to  have  injustice  done  any 
company.  The  younger  companies  ought  to  have  time  and 
leniency;  but  I  do  believe  that  we  ought  to  do  what  w'e  can  as 
an  Institute  of  Actuaries  to  assist  the  insurance  commissioners 
by  suggesting  brevity  of  report,  condensed  typewTiter  blanks,  and 
other  important  improvements  in  the  requirements  that  are  now 
made. 

Mr.  Bowerman:  Over  in  England  where  life  insurance 
has  been  sold  for  nearly  two  hundred  years,  the  companies  are 
free  to  do  almost  anything  they  choose,  without  being  hampered 
by  all  kinds  of  laws,  saying  they  must  do  this,  that,  or  the  other 
thing,  providing  they  keep  the  public  informed  exactly  of  what 
they  do.  They  can  value  their  resources  on  almost  any  standard 
or  rate  of  interest,  and  have  a  great  deal  more  freedom  to  do  this, 
that,  and  the  other  thing,  provided  they  comply  with  the  laws 
regarding  publicity.  They  have  to  keep  e\'er}body  informed  as 
to  exactly  what  they  are  doing,  but  they  are  not  tied  down  in  the 
wav  in  which  we  are  in  this  countrv.     Dr.  McClintock,  actuarv 
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of  the  ^lutual  Life,  spoke  in  favorable  terms  of  extending  that 
principle,  if  it  were  possible,  into  this  country.  He  thought 
that  the  English  were  on  the  right  track,  he  didn't  believe  in  so 
manv  restricting  laws  as  to  what  they  could  do  and  could  not  do, 
but  believed  in  more  publicity,  so  the  public  would  have  an  oppor- 
tunity to  judge  for  itself  as  to  what  company  it  wanted  to  insure 
in  by  knowing  the  way  in  which  the  company  did  its  business. 

Mr.  Cathles:  Mr.  Bowerman's  suggestion,  of  course,  comes 
home  to  myself,  Mr.  Webb,  and  some  others,  but  I  should  like 
to  point  out  that  there  is  a  very  essential  difference  between  the 
attitude  of  people  in  this  country  and  the  attitude  of  people  in 
England  toward  life-insurance  business.  There  is  also  an  enormous 
difference  between  the  hfe-insurance  agent  in  this  country  and 
the  one  in  England.  The  life-insurance  agent  in  England  has  been 
trained  to  investigate  and  size  up  the  financial  condition  of  other 
companies  in  a  way  in  which  it  would  be  hopeless  to  train  the 
average  American  life-insurance  agent,  who  thinks  of  his  com- 
missions mostly,  and  of  very  little  else  except  of  the  good  points 
in  the  policy  he  has  to  sell. 

The  reports  which  the  English  companies  are  recjuired  to  make 
are  not  quite  so  voluminous  as  the  reports  which  American  com- 
panies are  rec[uired  to  make.  They  are  required  to  make  a  full 
report  only  once  in  three  to  live  or  seven  years,  a  period  which  the 
company  itself  sets.  There  are  companies  in  England  which  do 
not  make  an  annual  valuation  of  liabilities,  but  simply  make  an 
approximation  of  the  policy  reserves  each  year  except  once  every 
so  many  years.  These  returns  are  made  to  the  Board  of  Trade 
and  subsequently  submitted  to  Parliament.  But  these  reports 
are  in  the  same  condition  as  the  state  department  reports  in  this 
country,  to  the  extent  that  the  layman  rarely  sees  them  and  never 
understands  them.  In  Great  Britain  the  life-insurance  agent 
really  takes  the  place  of  Best's  Report  in  this  country  in  the 
duty  of  interpreting  the  official  reports  to  the  layman.  I  think 
there  would  still  be  found  places  where  publications  like  Best's 
and  the  Spectator  could  be  used,  even  if  the  state  did  sum- 
marize in  an  intelligent  manner  the  reports  submitted  to  them. 
Personally,  perhaps  because  of  my  early  training  in  the  life- 
insurance  business,  I  would  favor  a  very  much  simplitied  annual 
statement,  perhaps  about  one-tenth  of  the  size  of  the  present 
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statement  and  as  complete  a  statement  as  possible  in  the  periodical 
examination  report.  That  is  a  thin<f  which  has  not  been  touched 
on  in  talking  about  publicity  this  morning.  It  is  a  thing  which  the 
average  life-insurance  company  executive  rolls  around  his  tongue, 
which  he  advertises  in  newspapers,  and  with  which  he  fills  out  his 
chest:  "The  official  report  of  the  e.xamination  of  the  blank  life- 
insurance  company"  (in  which  you  will  find  several  lines  of  stars, 
dividing  commendatory  paragraphs).  The  reports  are  based  some- 
times upon  a  painstaking,  intelligent  examination  and  audit  of  the 
company's  affairs,  and  sometimes  not.  What  I  am  driving  at  is 
that  onecompany's  examination  report  pubHshed  in  full,  which  gives 
the  company  the  best  certificate  one  could  think  of,  may  be  based 
upon  an  examination  made  by  an  absolutely  incompetent  fellow  to 
whom  you  would  not  pay  fifty  dollars  a  month  in  your  office,  while 
another,  containing  criticisms  of  the  company's  management,  of  its 
assets,  of  its  treatment  of  policy  holders,  may  be  based  upon  a  really 
thorough  and  reliable  examination  and  audit  of  the  company's  affairs 
by  an  intelligent  man.  That  is  what  has  led  me  to  think  that  we 
ought  to  have  a  simplified  annual  statement  and  a  regular  definite 
form  of  procedure  for  the  examination,  and  I  think  that  the  com- 
panies, instead  of  shying  otT  from  this  examination  business,  ought 
to  face  it  squarely  and  insist  that  when  they  pay  out  good  money  for 
an  examination  they  should  get  their  money's  worth  and  not  have 
incompetent  political  auditors  foisted  upon  them,  charging  all 
sorts  of  fees  and  giving  absolutely  incompetent  and  worthless 
reports  upon  the  company. 

Mr.  Carr:  I  should  like  to  say  one  more  word  to  correct  a 
possible  misunderstanding  of  a  statement  I  made  previously.  I 
believe  we  are  all  of  one  mind  in  accepting  the  beneficial  results 
of  publicity — proper  publicity.  The  only  question  is  as  to  the 
efi"ecliveness  of  the  publicity  we  are  getting  now.  Give  us  all  the 
publicity  possible,  but  of  a  kind  that  means  something  to  the  man 
it  is  intended  to  reach. 

Mr.  Seitz:  May  I  correct  a  statement  of  Mr.  Cathles' ?  I 
dislike  to  leave  it  upon  the  records  as  it  stands  now.  Mr.  Cathles 
conveyed  the  meaning  that  I  was  not  in  favor  of  publicity.  I  am 
sure  that  a  re-reading  of  what  I  stated  would  bring  out  the  fact 
that  I  did  not  want  the  state  to  enter  into  the  business  of  private 
corporations.     Best  and  the  Spectator  Company  can  continue  with 
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their  publications  or  can  combine  them  and  make  a  very  efficient 
pubUcation. 

Mr.  Vail:  I  want  to  call  attention  to  publicity  as  empha- 
sized at  the  last  convention  of  advertisers  in  this  city  and  the 
wonderful  prominence  they  gave  to  truth.  I  believe  that  is  the 
very  foundation  of  desirable  publicit}-.  A  former  speaker  made 
a  statement  which  might  go  out  as  a  severe  criticism  of  state 
examinations.  For  many  years  I  was  a  representative  of  some 
one  or  more  of  the  five  states  of  which  I  was  state  actuary  at  the 
insurance  commissioners'  convention.  Those  conventions  handled 
this  cjuestion  of  graft  in  state  examinations  without  gloves.  It 
was  made  so  absolutely  odious  that  it  was  discontinued.  There- 
fore, the  remarks  that  have  just  been  made  are  no  more  severe 
on  junketing  examinations  than  were  made  by  the  insurance  com- 
missioners at  their  convention  against  the  evil  of  grafting  examina- 
tions and  annual  statement  publication  for  political  patronage  only. 
I  believe  that  the  one  great  advantage  that  we  enjoy  in  this  country 
over  England  in  the  volume  of  business  written  goes  back  to  the 
very  points  I  mentioned  first:  viz.,  that  great  idea  of  truthful 
advertising,  of  publicity.  I  do  not  believe  that  we  are  throwing 
away  the  policy  holders'  money  by  having  a  reasonable  amount  of 
expenditure  along  that  line. 

The  state  reports  are  the  foundation.  We  are  not  accustomed 
to  look  upon  them  with  any  doubt.  I  do  not  believe  that  the 
business  would  be  in  the  front  rank  of  the  world  as  it  is  today 
if  it  were  not  for  the  thorough  publicity  that  is  given  to 
the  life  business.  Therefore,  I  think  that  the  consensus  of 
opinion  is  that  publicity  is  desirable  and  our  only  wish  is  to 
assist  in  cutting  out  unnecessary  questions  in  the  state  reports, 
and  to  suggest  some  additional  thought,  which  the  insurance 
commissioners  might  consider  an  advantage  rather  than  a 
criticism. 

Mr,  Mead:  I  am  merely  going  to  say  a  brief  word,  Mr. 
President.  I  think  Mr.  Vail  has  touched  upon  the  gist  of  the 
matter.  The  state  report  should  be  a  compendium  from  which  all 
publications  should  receive  their  data.  Everybody  who  wants  to 
investigate  any  particular  aspect  of  life-insurance  companies  or 
of  the  life-insurance  business  should  have  available  the  state  report 
as  a  source  of  original  information.     I  do  not  believe  it  should 
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be  considered  a  canvassing  document.  I  ihint:  those  should  be 
supplied  by  commercial  houses. 

Now  in  reference  to  the  form  of  report:  That  put  out  by  the 
Bell  Telephone  Company  for  the  purpose  of  putting  before  its 
directors  and  officers  throughout  the  country  the  operations  of  the 
year  in  every  detail  of  the  various  local  telephone  and  telephone 
companies  is  admirable.  It  is  a  very  voluminous  statement, 
embracing  the  operation  of  the  organizations  in  every  detail,  and 
consists  of  small  sheets,  probably  eight  and  a  half  by  eleven,  or 
thereabouts,  each  page  containing  just  as  much  information  as 
any  page  in  our  report.  These  sheets  come  separately  so  that 
they  may  be  readily  tilled  out  in  manifold  on  the  typewriter 
and  afterward  bound  together;  or  they  could  be  printed  on  a 
multigraph  or  something  of  that  sort.  I  think  we  should  suggest 
to  the  Committee  on  Blanks  that  it  consider  the  preparation  of  a 
blank  from  that  standpoint. 

It  always  seemed  to  me  that  as  a  whole  the  proposed  changes 
in  the  disbursement  items  of  the  report  were  good  ones.  I  do  not 
think  our  disbursements  have  been  itemized  sufficiently  to  give  a 
good  general  idea  of  the  operation  of  the  companies  and,  further- 
more, they  have  not  been  properly  arranged;  I  understand  that  is 
one  of  the  purposes  of  the  new  disbursement  blank. 

Mr.  Anderson:  I  do  not  want  to  prolong  the  discussion  of 
this  subject,  but  I  should  like  to  touch  upon  one  or  two  points  that 
have  been  brought  out  by  some  of  the  other  speakers. 

Mr.  Seitz  spoke  of  the  suggestion  I  made  as  an  ''entering 
wedge."  That  was  a  great  surprise  to  me,  especially  after  hearing 
the  sentiments  expressed  by  Mr.  Arnold.  I  certainly  did  not  get 
the  impression  from  his  paper  that  he  was  advocating  anything  new 
that  would  be  harmful  to  any  insurance  company.  At  any  rate 
my  idea  was— and  I  gather  from  Mr.  Arnold's  paper  that  his  idea 
was — that  the  reports  that  are  now  given  out  by  the  insurance 
department  should  be  put  in  better  shape  than  they  are.  It  is  not 
my  idea,  and  I  do  not  think  it  is  Mr.  Arnold's  idea,  that  the  depart- 
ment should  get  out  a  report  exactly  the  same  as  Best's  or  the 
Spectator  reports.  I  should  be  very  sorry  if  those  publications 
were  driven  out  of  existence.  I  want  to  see  them  continued,  but 
I  think  there  is  sufficient  room  for  the  department  to  develop 
something  along  the  same  lines.     They  need  not  give  exactly  the 
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same  items,  nor  in  the  same  way.  Each  state  must  necessarily 
pubUsh  only  the  returns  of  the  companies  which  do  business  within 
its  borders.  Mr.  Seitz  spoke  also  of  the  great  danger  of  this  tend- 
ency, and  said  that  the  state  should  be  "curbed."  How  are  you 
going  to  curb  the  state  ?  Mr.  Seitz  also  very  aptly  stated  that 
"the  state  is  the  people,"  or  "the  people  are  the  state."  I  am 
reminded  of  some  of  the  things  I  have  seen.  I  went  through  an 
investigation  in  1906,  and  let  me  say  most  earnestly  that  I  do  not 
want  to  see  another  investigation  of  that  kind.  I  am  reminded 
of  the  experiences  of  the  past,  when  in  the  early  seventies  a  number 
of  companies  were  driven  to  the  wall  by  politicians  who  knew 
nothing  about  the  insurance  business  but  who  were  anxious  to 
make  a  reputation.  I  can  remember  very  well  the  tendencies 
that  led  up  to  the  investigations  of  1906,  and  it  seems  to  me  that  I 
can  see  tendencies  at  the  present  time  which  point  in  the  same 
direction.  I  can  remember,  furthermore,  the  investigations  of 
the  casualty  companies  in  19 10  and  191 1.  I  should  prefer  not  to 
see  any  more  of  such  investigations,  and  I  think  the  best  way  to 
head  them  off  is  to  give  sane  publicity  in  such  shape  that  the  people 
will  get  the  essential  facts  pertaining  to  the  companies'  business. 

Mr.  Carr  said  the  agents  did  not  carry  the  department  reports. 
I  beg  to  say  that  I  have  seen  agents  who  do  carry  the  reports. 
Sometimes  they  do  not  carry  the  entire  report  but  tear  it  to  pieces 
and  use  such  portions  as  they  want.  Sometimes  they  have  that 
portion  rebound  in  leather  and  carry  it  with  them.  I  solicited 
insurance  for  eight  years  or  more  and  carried  the  department  report 
a  good  part  of  the  time,  because  in  those  days  Best's  and  the 
Spectator  reports  had  not  been  developed  to  the  state  of  usefulness 
that  they  have  reached  at  the  present  time. 

Mr.  Carr  also  mentioned  the  newspaper  graft.  I  heartily 
indorse  every  word  of  what  he  said  on  that  subject,  and  I  am 
pleased  to  sav  that  in  my  state  (Wisconsin)  that  practice  was  dis- 
continued some  seven  or  eight  years  ago.  I  am  informed  that  in 
some  states  the  commissioners  "farm  it  out"  to  the  newspapers 
that  will  best  serve  their  political  interests.  I  think  that  form  of 
publicity  cannot  be  too  severely  condemned. 

But  to  return  to  the  question  of  department  reports.  I  want 
to  see  those  reports  put  into  shape  so  they  will  be  a  help  to  the 
insurance  business.     If  they  give  reliable  information  in  intelligible 
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form  to  the  public,  they  will  thereby  render  valuable  service  to 
the  insurance  companies. 

THE  PROPOSED  NEW  DISBURSEMENT  BLANK 

Mr.  Catiiles:  The  new  disbursement  blank  which  has  been 
printed  and  circulated  generally  and  with  which  you  are  no  doubt 
all  familiar  makes  one  drastic  suggestion,  which  briefly  is  this: 
that  while  the  number  of  items  in  part  No.  3  of  the  present  annual 
statement  should  be  decreased  and  simplified,  companies  are  to 
fill  out  a  schedule  explaining  the  disbursement  section  of  the  state- 
ment by  answering  about  100  to  120  questions. 

My  understanding  of  the  conditions  which  we  face  is  this: 
For  the  first  time,  so  far  as  I  am  aw'are,  the  insurance  commis- 
sioners have  done  us  the  courtesy  as  company  officers  of  asking 
our  opinion  on  a  blank  before  they  sent  it  to  us  to  fill  out,  and  we 
therefore  feel — the  American  Life  Convention  Life  Committee 
on  Blanks — that  more  benefit  will  be  derived  from  a  spirit  of 
co-operation  with  the  commissioners  than  from  a  spirit  of  oppo- 
sition. Criticisms  have  been  collected  from  the  American  Life 
Convention  companies  by  the  Convention  Blanks  Committee, 
the  same  has  been  done  for  companies  represented  in  the  Presi- 
dents' Association  by  Major  BrinkerhofE,  and  I  understand  that 
another  party  has  collected  criticisms  from  companies  which  are 
not  represented  in  either  association.  I  think  possibly  the  best 
thing  for  me  to  do  would  be  to  outline  these  criticisms  and  sug- 
gestions. In  referring  to  these  criticisms,  I  am  not  going  to 
mention  a  great  many  which  consist  of  purely  verbal  alterations. 
Items  I  and  7  deal  with  death  claims  and  matured  endowTnents. 

An  item  has  been  inserted  (No.  4)  which  reads  as  follows:  "Add 
[to  the  total  of  death  claims  and  matured  endowments]  sums  paid 
under  supplementary  contracts  not  involving  life  contingencies," 
and  a  similar  item  (No.  6),  "Deduct  sums  retained  under  supple- 
mentary contract  not  involving  life  contingencies."  The  Presi- 
dents Association  companies  criticism  is  that  the  present  method 
is  better  for  the  reason  that  supplementary  contract  payments 
are  sometimes  made  on  account  of  dividends  accumulated  under 
the  deferred-di\'idend  policies  and  sometimes  out  of  surrender 
values  and  that  they  are  not  always  made  out  of  death  claims  or 
maturing  policies.     I    think   the   criticism   is   eminently  correct. 
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because  in  making  the  adjustment  and  reporting  the  result  as 
"net  actual  payment  through  death  or  maturity''  they  would  of 
course  be  deducting  from  death  claims  sums  which  were  dividends 
or  surrender  values. 

There  is  an  item  (No.  8)  "Annuity  involving  life  contingen- 
cies." The  Presidents  Association  companies  suggest  that  there  is 
no  item  providing  for  payment-  under  supplementary  contracts 
involving  life  contingencies.  The  item  might  be  easily  adjusted 
to  read  simply,  "Life  annuities  and  supplementary  contracts 
involving  life  contingencies,"  which  of  course  are  exactly  the  same 
thing  and  have  the  same  meaning. 

Item  No.  9:    "Payments  or  credits  for  total  and  permanent 

disability,    including    $ Commuted    values    of 

unpaid  instalments." 

Item  No.  10:   "Deduct  present  value  of  unpaid  instalments." 

Item  No.  11:  "Payments  or  credits  for  total  and  permanent 
disability." 

The  criticism  is  made  that  the  wording  of  the  part  relating  to 
commuted  value  and  the  part  stating  present  value  should  be 
harmonized  to  make  clear  that  only  payments  falling  due  the 
current  year  are  meant,  and  that  the  wording  should  be  made  clear 
so  as  to  show  that  payments  or  credits  for  total  and  permanent 
disability  include  the  amount  of  premiums  waived  on  account  of 
total  disability. 

My  own  opinion  is  that  the  disbursement  schedule  is  no 
place  for  items  of  that  kind.  These  items  of  liability  and  the 
present  method  is  perfectly  satisfactory  for  reporting  disability 
claims. 

Item  No.  12  is  "Claims  for  additional  accidental  death  bene- 
fits, less  $ reinsurance." 

Item  No.  13  is  "Surrender  values  per  disbursement  schedule 
item  No.  6."  The  schedule  referred  to  provides  for  division  of 
surrender  values  into  "Paid  in  cash  or  applied  in  liquidation  of 
loans";  "Applied  to  pay  first-year  premiums";  "Applied  to  pay 
renewal  premiums";    "Applied  to  purchase  annuities." 

Personally  I  cannot  see  the  use  of  subdividing  them  at  all. 
I  do  not  see  what  good  purpose  it  can  possibly  serve.  The  sug- 
gestion by  the  American  Life  Convention  companies  is  that 
opposite  each  of  these  items  in  the  schedule  a  reference  should  be 
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put  to  the  corresponding  item  in  the  disbursement  blank.  This 
is  a  good  suggestion. 

A  general  suggestion  which  immediately  impresses  for  its 
simplicity  and  desirability  is  that  the  numbers  of  items  in  the  dis- 
bursement schedule  should  be  made  to  correspond  with  the  num- 
bers of  items  in  the  disbursement  section  so  that  if  this  surrender 
value  schedule,  for  instance,  is  item  Xo.  13  in  the  disbursement 
section,  it  should  be  entitled  item  Xo.  13  in  the  schedule.  This 
would  simplify  matters  for  reference.  The  reason  it  is  not  done, 
however,  in  this  blank  is  that  this  blank  is  merely  a  preparatory 
one.  The  numbers  of  these  items  are  really  not  item  numbers 
but  line  numbers,  and  they  are  inserted  on  this  blank  which  you 
have  all  received  simply  for  ease  in  referring  to  the  place  where 
you  want  an  alteration. 

A  further  American  Life  Convention  suggestion  is  that  two 
more  items  be  added  to  this  section  5-A  and  5-B  for  surrender 
values  applied  to  purchase  paid-up  insurance  and  surrender  values 
applied  to  purchase  extended  insurance,  of  which  I  do  not  approve. 

The  Presidents  Association  companies  only  comment  is  that 
after  ''paid  in  cash  and  applied  to  liquidation  of  loans"  there 
should  be  added  the  words  "and  notes."  There  is  an  omission 
from  this  statement  of  the  item  in  the  present  disbursement  sec- 
tion "premium  notes  voided  by  lapse,"  and  I  should  like  to  have 
an  opinion  at  the  proper  time  on  the  desirability  of  that  item  being 
left  out.  I  think  it  largely  depends  on  personal  preference  and 
the  method  of  keeping  books. 

The  next  item  is  X'^o.  14,  "Dividends  paid  policy  holders," 
which  is  subdivided  in  the  disbursement  schedule  into  "Divi- 
dends paid  in  cash  or  applied  in  liquidation  of  loans";  "Applied 
to  pay  renewal  premiums";  "Applied  to  shorten  endowment  or 
premium-paying  period";  "Applied  to  purchase  paid-up  addi- 
tions";   "Applied  to  purchase  annuities." 

Some  of  the  gentlemen  who  have  been  connected  with  state 
departments  previously  or  are  still  connected  with  them  may  be 
able  to  e.xplain  to  me  the  utility  of  that  schedule.  I  have  been 
unable  to  discover  it  myself. 

There  is  a  new  item  in  this  section  of  the  schedule:  "Deduct 
dividends  included  in  item  Xo.  S  left  with  the  company  to  accu- 
mulate." 
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Before  we  leave  the  item  of  dividends  I  should  like  to  ha\'e  an 
expression  also  on  the  desirability  of  a  corresponding  item  calling 
for  a  report  of  coupons  paid.  There  are  a  great  many  of  the  smaller 
companies  which  have  coupons  in  their  policies,  which  do  not  in 
any  sense  of  the  word  have  their  place  under  the  item  of  ''Divi- 
dends paid,"  although  it  is  the  practice  of  some  companies  to 
report  such  an  absolutely  guaranteed  payment  which  is  not 
increasable  by  profits  as  a  d^^•idend.  I  think  that  Best's  report 
and  the  Spectator  Company  usually  lump  those  coupons  in  as 
dividends,  but  it  is  absolutely  misleading  in  my  opinion.  I  have 
even  found  those  coupons  guaranteed  deductions  from  premiums 
reported  as  an  independent  loss  in  the  gain-and-loss  exhibit, 
reducing  in  this  unjustifiable  way  the  reported  loss  from  loading. 

Criticism  is  made  of  the  total  of  the  first  section  of  the  dis- 
bursement schedule,  "Total  payment  to  poHcy  holders "^ — that 
it  should  be  "Total  payments  and  credits  to  poUcy  holders."  If 
they  are  going  to  be  so  particular,  I  would  suggest  that  these  death 
claims  are  not  really  paid  to  policy  holders  and  that  the  total 
should  read  rather  "Total  policy  benefits  paid,"  or  "Total  pay- 
ments and  credits  to  policy  holders,  beneficiaries,  etc." 

The  American  Life  Convention  companies  make  the  very 
good  suggestion  that  a  few  blank  lines  should  be  provided  in  con- 
venient places. 

Both    the    American    Life    Convention    companies    and    the 

.  eastern  companies  suggest  that  the  present  disbursement  item 

of  expense  in  the  "Investigation  and  settlement  of  death  claims" 

be  continued  in  the  new  blank,  although  it  is  not  suggested  by  the 

commissioners. 

The  Presidents  Association  companies  have  added  the  sug- 
gestion  that   that   item  has  added   "Including    $ 

legal  expenses." 

The  next  item  is  i6:  "Commissions  to  agents  per  disburse- 
ment schedule  item  No.   22."     That  schedule  reads  as  follows: 

"Commissions  to  agents  on  first-year  premiums  (less  $ 

reinsurance),"  with  a  suggestion  from  the  Presidents  Association 
companies  that  there  is  no  need  to  specify  the  amount  of  rein- 
surance commission  deducted,  "on  renewal  premiums  (less  $ 

reinsurance),"  "on  annuities"  and  "commuted  renewal  com- 
missions."    Totaling   these  for   the  item   appearing   in   the  dis- 
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bursement  seclion,  the  Presidents  Association  companies  furnished 
a  suggestion  that  the  commission  on  annuities  be  separated  into 
commission  on  original  annuities  and  commission  on  deferred  annui- 
ties. It  will  be  noticed  that  if  this  new  blank  is  adopted,  the  pub- 
lished part  will  not  show  separated  new  and  renewal  commissions. 

The  next  item  is  "Agents'  balances  including  S 

advances  charged  off."  A  suggestion  comes  from  the  American 
Life  Convention  companies  that  this  is  not  a  very  clear  item  and 

that  the  words  "Including  S advances"  be  placed 

within  either  commas  or  brackets.  Then  from  the  eastern  com- 
panies comes  the  suggestion  that  this  item  be  included  in  the 
schedule  of  profit  and  loss  items  and  not  appear  in  the  disburse- 
ment schedule. 

Item  Xo.  18:  "Salaries  and  other  compensations  of  directors, 
trustees,  and  employees  (except  commissions  to  agents),  per  dis- 
bursement schedule  item  No.  27."  This  is  one  of  the  points  on 
which  there  is  the  most  criticism.  That  section  of  the  schedule 
reads  as  follows:  "Salaries  and  other  compensation  of  officers, 
directors,  trustees,  and  employees  except  commission  to  agents," 
that  being  a  general  heading  for  "Compensation  not  paid  by  com- 
mission for  serv'ices  in  attaining  new  insurance  exclusive  of  salaries 
for  agency  supervision";    "Salaries  for  agency  supervision.  Home 

Office  S Branch  Office  $ ";    "Salaries 

and  other  compensation  of  officers,  directors,  trustees,  and  em- 
ployees (other  than  agency  supervision),  Home  Office  $ 

Branch  Office  S ";  "Total  salaries  and  other  com- 
pensation of  officers,  directors,  trustees,  and  employees  except 
commissions." 

This  subdivision  of  expense  is  not  fa\'ored  by  the  American 
Life  Convention  companies  because  the  separation  of  salaries 
would  inevitably  be  purely  arbitrary,  and  in  such  case  it  would 
be  impossible  to  compare  results,  because  each  individual  company 
would  make  a  different  separation. 

The  Presidents  Association  companies  do  not  favor  sepa- 
ration because  division  of  officers'  salaries  would  be  arbitrar\\ 
To  what  extent  should  home  office  super\'ision  be  included  ? 
Salaries  of  medical  examiners  in  the  tield  and  inspectors  in  the 
field  on  salary  should  go  into  items  Nos.  20  and  21  (these  items 
being  the  medical  fees  and  inspection  fees  paid);   and  the  salaries 
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of  real  estate  department  employees  should  go  into  ''specific 
investment  expenses"  and  not  be  included  in  this  item.  If  the 
general  scheme  of  the  schedule  is  to  be  carried  out,  personally  I 
feel  that  "Compensation  not  paid  by  commission  or  serA'ices  in 
obtaining  new  insurance"  and  "Salaries  for  agency  supervision," 
whether  subdivided  into  home  oflSce  and  branch  office  or  not, 
ought  to  be  included  under  the  general  heading  of  commission  to 
agents.  My  impression  is  that  more  satisfactory  results  will  be 
gained  by  eliminating  all  the  salaries  of  executive  officers  of  the 
home  office  from  agency  expense  and  simply  calling  them  "over- 
head expense." 

Item  No.  19:  "Traveling  expenses  per  disbursement  schedule 
item  No.  t^t^,''  that  schedule  being  traveling  expenses  of  agents 
(the  eastern  companies  suggest  that  we  add  to  first  item  "Agent" 
the  words  "agency  managers,  directors,  superintendents,  local 
superintendents,  etc.");  "Agency  supervisors,  home  office  officers 
and  employees";  "Branch  office  officers  and  employees."  The 
criticism  of  the  Presidents  Association  companies  is  that  it  is 
quite  impossible  to  separate  the  traveling  expenses  of  agency 
supervisors  and  branch  office  officers  and  employees. 

Item  No.  20:  "Medical  examiners'  fees."  There  is  a  sug- 
gestion that  that  item  should  be  worded  so  as  to  include  medical 
examiners'  salaries  and  expenses. 

Item  No.  21:  "Fees  for  inspection  of  risks."  A  suggestion 
comes  from  the  American  Life  Convention  companies  that  this 
be  subdivided  to  show  fees  for  inspection  of  applicants  and  for 
inspection  of  policy  holders  separately. 

Item  No.  22:  "Office  expenses  per  disbursement  schedule 
item  No.  52."  The  schedule  for  office  expense  provides  for  sub- 
division of  all  items  into  branch  office  and  home  office  expense, 
as  follows:  "Advertising";  "Books,  papers,  and  subscriptions 
to  periodicals";  "Exchange";  "Express";  "Furniture  and 
equipment";  "Light  and  heat";  " Meals  for  employees " ;  "Post- 
age"; "Premiums  on  fidelity  bonds";  "Rent  (including! 

for  company's  occupancy  of  its  own  buildings)";  "Printing, 
stationery,  and  supplies";  "Telephone  and  telegraph,"  and  then 
five  blank  lines. 

Criticism  is  made  by  the  Presidents  Association  companies  as 
follows:    What  is  meant  by  branch  office?     That  "exchange"  is 
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not  all  office  expense,  and  they  refer  particularly  to  the  foreien 
exchange  charges;  that  ''Light  and  heat"  ought  to  be  combined 
with  "rent"  and  usually  is  in  practical  working;  that  premiums 
on  fidelity  bonds  are  often  paid  on  account  of  agents  as  well  as  on 
account  of  the  office  force;  that  provision  should  be  made  for 
deduction  from  "Rent"  of  rents  received  under  sub-leases.  Gen- 
erally, the  criticism  is  that  separation  as  between  home  office  and 
branch  offices  is  impracticable. 

Item  No.  23:  "Legal  and  legislative  expenses  per  schedules 
J  and  K."  That  of  course  refers  to  the  existing  schedules  and  the 
suggestion  is  that  legal  expenses  incurred  solely  on  account  of 
investments  should  be  included  in  "Specific  investment  expenses 
and  charges"  and  not  in  this  item. 

Item  No.  24:  "Other  insurance  and  general  expenses."  The 
suggestion  is  made  that  these  should  be  separated  into  agency 
expenses  and  home  office  expenses. 

Item  No.  2^:  "Total  insurance  and  general  expenses."  That 
would  be  a  total  of  all  up  to  date  since  the  total  policy  benefits 
paid.  I  have  this  suggestion:  that  this  whole  disbursement 
section  should  be  divided  into  subsections  as  follows :  Total  policy 
benefits;  total  agency  expenses;  total  home  office  expenses. 
Then  there  should  be  other  items  such  as  loss  on  investments  and 
dividends  on  capital  stock,  etc. 

Item  No.  29:  "Taxes,  licenses,  and  fees."  There  is  a  dis- 
position on  the  part  of  some  to  include  that  under  total  insurance 
and  general  expenses,  and  on  the  part  of  others  to  say  that  it  does 
not  belong  in  the  total  insurance  and  general  expenses,  because  it 
is  beyond  the  control  of  the  insurance  companies.  The  sub- 
division of  that  item  in  the  schedule  is  as  follows:  "Taxes  (other 
than  real  estate),  licenses,  and  fees";  "State  taxes  on  premiums"; 
"State  taxes  on  reser\-e" — with  a  suggestion  from  the  Presidents 
Association  companies  that  these  items  be  combined  to  "State 
taxes  on  premiums  or  reser\-es."  I  think  there  is  only  one  state 
that  taxes  reser\-es.  "Taxes  levied  by  foreign  countries";  "Fed- 
eral income  tax" — suggestion  by  the  Presidents  Association  that 
that  item  read  "Federal  taxes");  "Insurance  department  licenses 
and  fees" — suggestion  by  the  Presidents  Association  companies 
that  it  read  "State  department  licenses  and  fees";  "Cost  of 
official    examinations" — suggestions    from    one    American    Life 
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Convention  company  that  that  item  ought  to  be  put  right  into  the 
disbursement  section  all  by  itself.  "Personal  property  tax"; 
"Municipal  taxes,  licenses,  and  fees," — with  a  suggestion  that 
there  be  added  a  remark  that,  if  separately  stated  in  a  schedule 
or  a  statement,  attention  would  be  called  to  the  impositions  on 
companies  in  certain  states  in  the  way  of  municipal  district 
taxes,  licenses,  and  fees.  Sugg-^stion  that  another  item  be  added: 
"Agents'  licenses  and  fees,"  and  another  item  for  "U.S.  war 
taxes." 

Item  No.   30:    "Dividends  to  stockholders"  and  shown  in 

parentheses  "amount  declared  during  the  year  % ," 

the  part  in  parentheses  being  another  item  which  seems  to  be 
a  liability  item  and  not  a  disbursement  item. 

Item  No.  31:  "Specific  investment  charges  and  expenses  per 
disbursement  schedule  item  No.  75."  The  schedule  calls  for 
items  as  follows:  "Taxes  on  real  estate";  " Repairs  and  expenses 
on  real  estate,"  with  a  suggestion  that  the  words  be  added  "includ- 
ing % on  company's  home  office  building";  "Interest 

on  mortgages  on  company's  property";  "Interest  on  borrowed 
money";  "Discount  allowed  on  premiums  paid  in  advance"; 
"Mortgage  loan  expenses"  with  a  question  whether  this  would 
include  the  mortgage  tax  imposed  by  some  states,  and  suggestion 
that  another  item  be  added:  "Expenses  incident  to  investing 
money,  and  the  care  of  investments,"  and  also  items  for  the  pre- 
viously mentioned  legal  expenses  in  connection  with  investments. 

My  personal  feeling  on  nearly  all  these  items  is  that  they  should 
be  treated  as  deductions  from  income  instead  of  disbursements, 
since  at  present  the  investment  income  of  a  company  owning 
real  estate  apparently  largely  exceeds  the  investment  income  of 
a  company  the  same  size  that  has  nothing  but  mortgage  loans, 
bonds,  and  stocks — until  the  proper  adjustments  are  made  from 
disbursements. 

It  was  suggested  by  some  companies  that  surrender  values 
applied  to  purchase  paid-up  or  extended  insurance  should  be  put 
back  in  income,  but  several  commended  leaving  it  out  as  an  un- 
justifiable padding  of  income.     Personally,  I  agree  with  the  latter. 

I  expect  to  be  called  on  it,  but  I  am  very  firmly  convinced 
that  the  inclusion  in  income  of  reserves  on  policies  changing  from 
premium-paying  contracts  to  paid-up  contracts  is  misleading. 
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Item  No.  32:  "Prolil  and  loss  items  per  disbursement 
schedule,"  i)rotit  and  loss  items  itemized  in  schedule  being  "Cash 
in  banks";  "Mort<i;age  loans";  "Collateral  loans";  "Policy- 
loans";  and  "All  other  items  and  amounts" — with  a  suggestion 
from  the  Presidents  Association  companies  that  there  should  be 
an  item  for  "Burglary,  theft,  forgery,  etc.,"  and  also  "Agents' 
balances  arising  on  previous  year's  business  charged  off." 

The  remainder  of  the  disbursement  section  consists  of  the  loss, 
if  any,  on  sale  or  maturity  of  ledger  assets,  and  losses  on  account 
of  decrease  or  adjustment  in  the  book  value  of  ledger  assets,  just 
as  in  the  present  statement  blank. 

Although  it  is  not  directly  applicable  to  the  new  disbursement 
blank,  I  should  also  like  to  have  an  expression  of  opinion  on  the 
form  of  the  income  schedule.  The  first  item  is  "Capital  stock," 
with  subdivisions  "Amount  of  capital  stock  paid  up  in  cash"; 
"Amount  of  ledger  assets  as  per  balance  December  31  previous 
year";  "Amount  of  increase  in  capital  stock  during  the  year." 
This  seems  to  me  out  of  place.  Of  course  the  whole  principal  of 
the  statement  is  that  you  start  with  your  ledger  assets  of  the 
previous  year  and  add  on  your  income  and  take  off  your  disburse- 
ments, and  that  balance  must  be  accounted  for  in  ledger  assets  for 
the  current  year.  There  is  an  item  which  I  think  ought  to  be 
included  in  income,  and  the  only  item  that  seems  to  be  necessary 
relating  to  capital  stock,  and  that  is  "Cash  received  from  the  sale 
of  capital  stock,  including  $ paid  in  as  surplus." 

Mr.  Mead:  I  have  noted  two  or  three  points.  The  first  is 
in  reference  to  the  payments  or  credits  for  total  and  permanent 
disability  including  commuted  value  of  unpaid  instalments.  It 
seems  to  me  that  the  commuted  value  of  unpaid  instalments  on 
claims  approved  during  the  year  should  be  shown  just  as  those  in 
connection  with  death  claims  in  order  that  we.  may  have  a  source 
of  statistical  information  as  to  the  claims  being  incurred  by  the 
companies  under  total  and  permanent  disability  features.  This 
would  not  be  the  case  if  these  unpaid  instalments  were  treated  only 
in  the  liability  columns  as  Mr.  Cathles  suggests. 

Furthermore,  it  seems  to  me  that  there  should  be  a  provision 
here  for  the  present  value  of  the  premiums  wai\'ed,  which  is  the 
actual  loss  incurred,  and  unless  the  present  value  of  the  premiums 
waived  is  included  in  the  disbursement  account  just  as  in  the 
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case  of  the  unpaid  instalments  we  shall  be  unable  to  follow  the 
experience  of  the  companies. 

It  seems  to  me  it  would  be  a  mistake  to  eliminate  premium 
notes  voided  by  lapse,  for  two  reasons:  in  the  first  place  it  is  a 
proper  disbursement  account  and  it  is  the  proper  way  to  get  them 
out  of  the  asset  account;  and  in  the  second  place  it  shows  the 
experience  of  the  companies  i^.  connection  with  premium  notes 
as  to  what  percentage  or  what  amount  of  notes  are  voided  by 
lapse.  Of  course  they  will  also  be  handled  as  before,  in  the  pre- 
mium notes  schedule. 

Mr.  Cathles:  It  depends,  Mr.  Mead,  on  whether  you  have 
an  account  on  your  ledger  for  premium  notes  or  whether  you 
simply  credit  back  the  amount  of  the  premium  note  if  it  isn't  in. 

Mr.  Mead:  Do  you  mean  to  say  you  ha^•e  premium  notes 
among  your  assets  and  not  on  your  ledger  as  premium  note  assets  ? 

Mr.  Kime:  Probably  a  good  many  companies  instead  of 
having  what  you  might  strictly  call  "notes"  carry  their  premiums 
as  uncollected. 

Mr.  Cathles:  My  own  company  never  used  to  carry  that 
account,  "Premium  notes  charged  off,"  at  all,  and  we  were  forced 
to  do  so  by  the  examiners  for  just  the  reasons  Mr.  Mead  brings 
out;  but  there  has  been  a  tendency,  it  seems  to  me,  not  to  have 
that  account  "Notes  charged  off"  in  the  statement. 

Mr.  Mead:  How  would  you  have  premium  notes  in  your 
assets  ? 

Mr.  Cathles:  I  meant  "Premium  notes  charged  off." 

Mr.  Portch:  How  would  you  treat  unpaid  premium  notes, 
if  not  as  a  disbursement  ? 

Mr.  Cathles:  Either  deduct  them  from  the  premium  income 
or  from  profit  and  loss. 

Mr.  Sigtenhorst:  You  will  have  to  get  them  out  through 
your  disbursement  schedule  somehow  or  other  to  balance  your 
disbursement  schedule  with  your  ledger  assets. 

Mr.  Cathles  :  If  you  had  some  cash  and  bought  a  bond  with 
it,  you  wouldn't  have  to  put  that  through  your  disbursements; 
it  would  just  appear  in  your  assets  in  a  different  shape.  In  one 
case  a  premium  note  would  appear  as  an  uncollected  premium 
and  then  if  not  paid  it  would  be  taken  off  your  non-ledger  list  of 
uncollected  premiums.     In  the  other  event,  it  would  be  treated 
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as  a  ledger  asset  and  when  not  paid  charged  by  journal  voucher 
to  premium  account.  Over  a  series  of  years  of  course  that  would 
not  be  a  misrepresentation,  as  it  would  balance  up  all  right.  You 
would  simply  be. carrying  over  the  end  of  the  year  premiums  as 
paid  which  were  not  paid,  and  these  would  be  offset  by  charges 
to  premium  account  for  notes  not  actually  paid  in  same  year. 

Mr.  Axdersox:  What  would  you  do  with  the  automatic 
premium  loans  ? 

Mr.  Catiiles:  The}-  are  policy  loans. 

Mr.  Me.ad:  Of  course  they  are  premium  loans  but  they  are 
a  portion  of  the  policy  loaYi.  You  debit  policy  loans  and  credit 
premium  income.  In  our  own  office  for  statistical  purposes 
we  carry  two  accounts,  automatic  premium  loans  and  regular 
policy  loans;   in  the  state  reports  we  combine  the  two. 

Mr.  Carr:  You  made  the  statement  that  you  formerly  did 
not  carry  a  premium  notes  voided  account.  Did  you  not  find 
such  an  account  convenient  ? 

Mr.  C.athles:  As  a  matter  of  office  routine,  it  is  more  con- 
venient. 

Mr.  Kime:  I  am  wondering  if  premium  taxes  do  not  have 
something  to  do  with  the  situation. 

Mr.  Steix:  It  is  our  custom,  when  a  note  is  given  for  a  pre- 
mium, to  consider  the  premium  as  paid  and  to  include  it  in  the 
premium  receipts  for  the  year.  When  a  note  is  not  paid,  it  is 
charged  off  and  deducted  from  our  bills  receivable  account,  as  we 
call  it.  Now,  how  would  such  unpaid  notes  be  treated  in  the 
blank,  if  there  was  no  disbursement  item  for  "Notes  voided  by 
lapse"  as  in  the  present  blank? 

Mr.  Mead:  You  are  quite  right.     Unless  you  just  debit  it  back. 

Mr.  Stein':  Suppose  a  note  were  given  this  year  and,  as  is 
our  custom,  we  considered  the  premium  paid,  and  ne.xt  year  the 
note  was  charged  off.  It  would,  it  seems  to  me,  decrease  our 
premium  income  for  the  particular  year  rather  unjustly. 

Mr.  Mead:  That  is  the  point  Mr.  Portch  raised  and  it  is  quite 
well  taken. 

Mr.  Portch:  I  will,  however,  admit  that  Mr.  Kime's  argument 
in  regard  to  taxes  is  proper.  There  ought  to  be  some  method  of 
deducting  unpaid  premium  notes  from  the  premium  income 
reported  for  taxation. 
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Mr.  Kime:  As  a  matter  of  fact,  if  a  company  were  making 
a  statement  up  on  that  blank  and  did  have  premium  notes  in  its 
assets,  would  not  most  of  us  put  premium  notes  voided  in  surrender 
values,  if  we  did  not  have  that  item  in  the  blank? 

Mr.  C.athles:  I  think  it  can  be  put  there  if  you  gentlemen 
want  it. 

Mr.  Sigtenhorst:  My  idea  is,  if  voided  notes  are  left  out  of 
the  disbursement  schedule,  the  logical  way  to  treat  those  pre- 
miums for  which  notes  have  been  given  as  uncollected  premiums, 
and  have  no  item  for  premium  notes  in  the  assets  schedule. 

Mr.  Cathles:  That  is  really  the  logical  way  to  handle  it. 

Mr.  Sigtenhorst:  Then  we  get  a  true  exhibit  of  the  premium 
income  for  any  particular  year,  as  we  take  credit  for  the  premium 
at  the  time  the  premium  is  paid. 

Mr.  Mead:  The  question  seems  to  resolve  itself  into  this: 
Those  companies  who  merely  consider  them  as  uncollected 
premiums  and  merely  as  extensions  and  do  not  put  them  in  their 
assets  do  not  have  the  question  arise  of  charging  them  off,  but 
for  those  companies  which  put  them  into  the  premium  income, 
there  certainly  should  be  an  account  for  the  premium  notes  voided 
by  lapse. 

Mr.  Morris:  We  treat  renewal-premium  notes  as  assets  but 
do  not  report  voided  notes  as  a  disbursement.  All  note  trans- 
actions are  adjusted  through  the  renewal-premium  account.  As 
a  matter  of  office  routine  the  cash  payment  is  recorded  by  direct 
individual  entry  as  renewal  premium  and  ait  the  end  of  each 
month  the  net  increase  or  decrease  in  outstanding  notes,  taken 
from  a  supplementary  record,  is  debited  or  credited  in  one  item. 
In  spite  of  the  objections  raised  in  this  discussion  the  method 
impresses  me  as  being  both  convenient  and  correct. 

Mr.  Allstrom:  It  seems  to  me  that  the  ledger  treatment  of 
premium  notes  should  depend  upon  the  terms  of  the  note.  There 
are  two  forms  in  quite  general  use.  The  more  usual  one  is  a  lien 
on  the  policy  and  if  unpaid  will  ultimately  be  deducted  from  the 
face  of  the  policy  when  it  becomes  a  claim  or  deducted  from  the 
surrender  value  in  event  of  forfeiture  of  the  policy.  The  other 
form  which  I  have  in  mind  was,  I  believe,  tirst  devised  by  one  of 
the  large  eastern  companies.  This  latter  form  is  in  reality  not 
a  note  but  an  agreement  for  the  extension  in  the  time  of  pa>Tnent 
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of  premium,  the  consideration  being  the  small  amount  of  cash 
paid  when  the  so-called  "note"  is  given.  The  pa>Tnent  of  this 
"note"  cannot  be  enforced,  but  if  not  paid  the  condition  of  the 
policy,  by  the  terms  of  the  "note,"  is  the  same  as  though  the 
"note"  had  not  been  given. 

If  a  "note"  which  cannot  be  collected  from  the  surrender 
value  of  the  policy  is  put  into  premium  account  and  the  "note"  is 
not  paid,  the  unpaid  amount  should  be  removed  from  the  premium 
account,  as  otherwise  premium  account  will  appear  too  large  and 
also  taxes  will  be  paid  on  something  which  has  not  been  received. 
It  would  seem  to  me  that  since  the  collection  of  such  a  "note" 
cannot  be  enforced  and  since  it  is  in  reality  an  extension  agree- 
ment, the  only  amount  that  should  be  placed  in  premium  account 
is  the  amount  actually  paid  in  cash,  and  that  the  balance  should 
be  carried  as  a  deferred  premium. 

Mr.  Kime:  I  want  to  reinforce  one  point  ]Mr.  ]Mead  made. 
I  cannot  see  the  difference  between  the  total  disability  benefit 
payable  in  instalments  and  the  total  disability  benefit  payable  as 
a  waiver  of  premiums.  As  I  gather  from  Mr.  Cathles'  remark,  the 
blank  contemplates  indicating  the  present  value  of  instalment 
disability  benefits  as  a  disbursement  when  disability  is  admitted 
but  he  does  not  favor  that  for  waiver  of  premiums.  I  cannot  see 
any  difference  between  them.  It  seems  to  me  they  are  both  the 
present  value  of  a  series  of  future  benefits.  As  Mr.  Cathles  said , 
a  proper  liability  has  to  be  set  up,  but  that  can  be  said  in  the  case 
of  the  instalment  benefit  as  well  as  the  waiver  of  premium  benefit. 
I  do  not  believe  there  is  any  difiference  in  principle  involved, 
although  one  does  include  life  contingencies  and  the  other  may  not. 

If  I  may  say  one  thing  further  in  connection  with  this  blank, 
I  cannot  see  what  is  gained  by  the  putting  in  of  the  present  value 
of  supplementary  contracts  retained  as  a  deduction  from  disburse- 
ments. It  seems  to  me  that  unduly  (for  a  small  company  at 
least)  distorts  the  outgo  to  poHcy  holders.  We  had  a  case  for 
example  this  year  where  we  incurred  an  instalment  death  claim 
of  a  present  value  of  817,000.  Only  Si, 000  of  that  would  appear 
in  the  net  disbursements  on  account  of  death  claims,  although  it 
is  true  the  total  present  value  would  appear  as  an  item.  I  cannot 
see  what  is  gained  in  the  change  in  method  by  putting  those  items 
in  as  deductions  from  outgo  rather  than  as  income. 
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Mr.  Cathles:  I  should  like  very  much  to  have  an  expression 
from  ]\Ir.  Raub  as  to  the  legal  aspect  of  this  "premium  notes 
voided  by  lapse"  item.  It  seems  to  me  almost  to  force  the  com- 
pany to  treat  the  extension  note  as  a  payment  of  the  premium. 
Could  the  argument  be  made,  if  the  company  actually  credited 
up  to  premium  account  the  amount  due  and  death  occurred  after 
the  lapse  of  the  note,  that  the  company  had  admitted  pa^mient  of 
that  premium  and  should  pay  the  claim  ?  Would  the  inclusion 
of  such  an  item  in  the  statement  have  any  effect  whatever  on  the 
legal  situation  ? 

Mr.  Raub:  Unfortunately  the  courts  are  disposed  to  construe 
these  notes  strictly,  and  against  the  company.  I  think  it  is  the 
rule  to  carry  agents'  outstanding  policies,  not  as  a  debit  and  credit 
account,  but  as  an  open  proposition — you  do  not  charge  the  agent 
with  this  account.  The  basis  for  this  mode  of  treatment  is  that 
if  the  agent  is  charged  with  the  premium  on  the  company's  books 
the  first  premium  would  be  considered  paid  and  the  company 
held  liable  even  though  the  premium  had  not  been  paid  to  the 
agent.  I  think  the  same  rule  would  apply  to  a  renewal,  unless 
it  is  intended  that  the  note  shall  be  taken  in  payment  of  the  pre- 
mium, the  better  plan  would  be  to  take  a  premium-extension  note. 

Mr.  Stein:  Some  years  ago  we  had  an  opinion  from  Georgia 
counsel,  that  if  a  note  given  for  a  premium  was  not  paid  when  due, 
the  insurance  did  not  terminate  but  continued  until  the  end  of  the 
policy  year,  unless  it  was  so  stated  in  the  policy  contract,  and  our 
present  policy  contracts  do  have  a  provision  that  unless  a  note 
given  for  a  premium  is  paid  when  due,  the  insurance  terminates 
at  the  expiration  of  the  period  for  which  the  note  was  given. 

Mr.  Raub:  The  opinion  to  which  you  refer  was  doubtless 
based  upon  a  case  decided  by  the  Georgia  Supreme  Court  about 
a  year  and  a  half  ago,  in  which  the  court  held  that  nothing  could 
be  added  to  the  contract  which  would  operate  to  forfeit  the  con- 
tract itself;  in  other  words,  the  whole  contract  was  embraced  in 
the  policy  and  application. 

Mr.  Mead:  The  next  point  which  occurred  to  me  is  that  there 
is  an  item  for  fees  paid  to  insurance  departments,  but  there  is 
none  for  fees  paid  to  state  departments  other  than  insurance 
departments.  We  oftentimes,  for  instance,  have  to  pay  a  fee  of 
$25  .00  for  filing  our  articles  of  incorporation  with  the  secretary  of 
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some  state,  or  we  may  ha\'e  to  apply  to  the  secretary'  of  our  own 
state  for  a  copy  of  our  articles  of  incorporation,  or  have  him  certify 
to  them  and  pay  a  fee  for  those  services. 

]Mr.  Cathles:  The  section  "Insurance  licenses  and  fees" 
should  read  "State  department  licenses  and  fees."  That  has 
already  been  suggested. 

AIr.  Mead:  The  next  item — the  home  of&ce  expenses — it 
seems  to  me,  should  not  be  divided  between  old  and  new  business 
for  the  reason  that  companies,  in  determining  the  proportionate 
amount,  would  vary  greatly  in  method  and  the  results  therefore 
would  be  of  little  value  and  consequently  should  not  be  included. 
I  should  like  to  have  an  expression  of  opinion  from  those  present 
as  to  what  the  definition  of  a  branch  office  is.  My  own  opinion  is 
that  a  branch  office  is  any  office  where  the  business  of  the  com- 
pany is  transacted  other  than  the  home  office;  where  you  pay  rents 
or  salaries  or  stenographers"  expenses,  etc. 

Mr.  Buttolph:  There  are  just  one  or  two  things  which  occur 
to  me:  I  agree  most  heartily  with  Mr.  Cathles'  idea  of  keeping 
liabilities  out  of  the  disbursement  account.  Then  there  is  the 
matter  of  municipal  taxes.  It  seems  to  me  that  this  question  of  the 
separation  of  taxes,  whether  it  is  the  setting  out  of  municipal  taxes 
as  a  separate  item  or  whether  it  is  the  insertion  of  an  item  in  the 
blank  for  taxes  on  reserves,  is  somewhat  dangerous.  It  may  ser\-e 
quite  as  well,  in  my  opinion,  to  stimulate  the  legislatures  of  the 
states,  the  city  councils,  or  whoever  has  authority  on  those  matters 
to  add  an  additional  burden  on  the  companies  because  they  see 
from  the  form  that  an  additional  burden  is  being  imposed  by  one 
of  their  sister-states  or  cities,  and  they  feel  they  should  get  in  the 
game  and  get  all  that  is  coming  to  thejn.  It  seems  to  me  that 
that  idea  is  quite  as  likely  to  occur  to  many  of  our  legislative  bodies 
as  to  see  the  inequity  of  it  all  and  the  burden  they  are  placing  upon 
the  companies. 

In  regard  to  the  question  of  premium  notes  voided,  etc.,  I 
simply  want  to  say  from  my  own  observation  that  there  is  a  great 
difference  in  practice  among  the  different  companies  on  that  point 
and  if  something  can  be  done  in  the  preparation  of  this  blank 
which  would  bring  about  more  uniformity  than  is  at  present 
practiced,  I  think  it  would  be  an  extremely  good  thing.  There 
are  several  companies  who  adopted  the  plan  of  carr}-ing  merely 
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a  memorandum  account  regarding  premium  notes.  One  company 
carries  this  memorandum  account,  and  for  convenience  the 
cashier  refers  to  the  notes  as  "non-ledger  notes."  They  do  not 
go  on  the  books  at  all  until  they  are  paid.  I  see  no  reason  at  all, 
on  the  other  hand,  as  suggested  by  one  member,  for  carrying  the 
cash  that  may  be  received  in  connection  with  those  extension  notes 
as  premiums  in  suspense.  It  s.-ems  to  me  that  it  can  very  properly 
be  regarded  as  a  premium  income.  I  also  want  to  express  my 
agreement  with  Mr.  Cathles  in  regard  to  the  capital  stock  item 
on  the  first  page  of  the  income  blank. 

]\Ir.  Steix:  Our  policy  contracts  provide  that  when  a  policy 
becomes  a  claim,  the  principal  sum  may  be  left  with  the  company 
to  accumulate  at  interest  but  may  be  withdrawn  by  the  beneficiary 
at  any  time.  Under  what  item  of  disbursement  would  such  a  claim 
be  included  ? 

Mr.  Cathles:  I  suppose  it  was  meant  you  would  enter  the 
full  amount  of  the  death  claim  under  item  No.  i  and  deduct  under 
item  No.  6  sums  retained  under  supplementary  contract  not 
involving  life  contingencies. 

Mr.  Stein:  Suppose  it  was  left  with  the  company  two  or 
three  years,  and  then  the  beneficiary  elected  to  withdraw  the 
amount  in  cash  ? 

Mr.  Cathles:  That  would  go  in  item  D-4  under  "Sums  paid 
under  supplementary  contracts  not  involving  life  contingencies." 

INDEBTEDNESS  IN  CONNECTION  WITH 
NON-FORFEITURE  PRIVILEGES 

WHAT  SHOULD  BE  THE  CONTR.VCTU.\L  PROVISIONS  REGARDING 
INDEBTEDNESS  ? 

WHAT  SHOULD  BE  DONE  WHEN  HANDLING  POLICY  CONTRACTS 
DEFICIENT  IN  THEIR  WORDING? 

Mr.  Nitchie:  The  cjuestion  "What  should  be  the  con- 
tractual provisions  regarding  indebtedness?"  has  been  cjuite 
generally  settled  in  the  statutory  provisions  adopted  by  many  of 
the  states  and  in  the  policy  forms  which  most  of  the  life  insurance 
companies  have  recently  framed,  cither  voluntarily  or  in  com- 
pliance with  such  statutes. 
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These  generally  recognize  the  principle  ihal  in  applying 
non-forfeiture  provisions  the  indebtedness  may  be  wiped  out  and 
only  the  policy  holder's  equity  converted  into  paid-up  or  extended 
insurance.  They  also  provide  for  the  cancellation  of  the  insurance 
when  the  loan  has  exhausted  the  value  of  the  policy. 

Statutes  requiring  the  loan  privilege  expressly  provide  that  this 
requirement  shall  not  apply  to  temporary  or  pure  endowment 
insurance  issued  or  granted  in  exchange  for  lapsed  or  surrendered 
policies:  but  there  is  no  such  specific  exemption  of  whole  life  or 
ordinary  endowment  insurance  when  so  granted. 

If  the  loan  privilege  is  thus  open  to  paid-up  insurance  of  the 
forms  last  specified  the  question  may  arise,  "Why  should  not  the 
original  loan,  instead  of  being  liquidated  at  the  time  of  default, 
be  allowed  to  stand  against  the  full  tabular  amount  of  paid-up 
insurance,  as  long  as  the  reserve  is  sufficient  to  secure  such  loan  ?  " 

Possibly  a  similar  question  might  be  raised  in  regard  to 
extended  insurance,  one  practical  objection,  however,  being  the 
inevitable  shrinkage  in  the  value  of  the  collateral. 

The  second  question,  "What  should  be  done  when  handling 
policy  contracts  deficient  in  their  wording?"  was  suggested  by  an 
examination  of  some  of  the  earlier  policy  forms,  containing  pro- 
visions tending  to  cause  embarrassment,  or  lacking  the  specific 
provisions  of  more  modern  policies,  such  as  effective  provisions 
for  cancellation  of  the  insurance  upon  exhaustion  of  the  values, 
and  clear  rules  for  appUcation  of  indebtedness  in  conversion  to 
paid-up  or  extended  insurance. 

The  necessity  for  these  provisions  is  indicated  in  the  rulings 
of  some  of  the  courts.  I  would  call  attention  to  a  few  cases  involv- 
ing such  defective  policies. 

A  policy  provided  that  "Any  indebtedness  on  account  of  this 
policy,  outstanding  at  the  time  of  settlement,  will  reduce  the  value 
specified  herein  in  the  proportion  that  such  indebtedness  bears 
to  the  amount  upon  which  the  above  guaranties  are  based."  It 
was  held  that  the  words  "amount  upon  which  the  above  guaranties 
are  based,"  under  the  rule  of  construction  applicable  to  such  con- 
tracts, had  reference  to  the  face  of  the  policy  rather  than  its  cash 
surrender  value;  and  that  a  stipulation  in  a  loan  agreement  that 
such  loan  agreement  "shall  be  a  lien  on  such  policy"  contemplates 
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that  the  amount  of  such  loan  shall  be  deducted  from  the  face  of 
the  policy  rather  than  from  the  surrender  value  thereof. 

A  policy  provided  that  "the  company  will  (there  being  no 
existing  indebtedness,  as  aforesaid)  continue  the  policy  as  paid-up 
insurance  for  the  period  set  out  in  the  table  of  values."  It  was 
held  that  the  provision  of  the  policy  with  reference  to  the  indebted- 
ness operated  merely  to  make  -.my  existing  indebtedness  a  lien 
on  the  sum  payable  under  the  policy,  and  did  not  impose  a  condi- 
tion upon  the  right  of  the  assured  to  paid-up  insurance.  This  was 
a  Missouri  case;  I  have  not  seen  the  full  report.  The  digest 
does  not  indicate  that  any  attempt  was  made  to  read  the  Missouri 
non-forfeiture  law  into  the  policy;  but  the  court  ruled  that  "the 
provisions  of  the  policy  of  insurance  are  to  be  construed  most 
liberally  in  favor  of  the  insured,  and  when  the  language  therein  is 
of  doubtful  import,  or  susceptible  of  two  interpretations,  that  con- 
struction is  to  be  adopted  which  is  most  favorable  to  the  insured." 
On  the  other  hand,  in  the  case  of  a  poHcy  which  provided  that 
"if  it  should  lapse  through  the  non-payment  of  premiums,  after 
it  had  been  in  force  for  one  year,  the  company,  provided  there  was 
no  indebtedness  against  the  policy,  would  extend,  automatically, 
the  insurance  according  to  the  table  printed  in  the  policy,"  it  was 
held  that  the  necessary  meaning  of  this  clause  was  that  only  the 
surplus,  after  paying  the  indebtedness  to  the  company,  could  be 
applied  to  the  purchase  of  extended  insurance  where  there  was 
indebtedness  against  the  policy;  consequently  where,  at  the  time 
of  lapse,  the  indebtedness  was  in  excess  of  the  reserve,  the  insured 
was  not  entitled  to  any  extension. 

A  policy  provided  that  the  loan  should  be  in  accordance  with 
the  terms  of  the  company's  loan  certificate.  It  was  held  that  the 
company  did  not  contract  to  make  a  loan  upon  any  other  terms, 
and  that  consequently  the  period  of  extended  insurance,  as  stipu- 
lated in  the  policy,  was  modified  by  the  loan  agreement,  and  that 
where  a  policy  provided  that  the  tables,  both  as  to  the  amount  to 
be  loaned  and  the  period  of  extended  insurance,  applied  to  the 
original  sum  insured  only,  and  that  any  indebtedness  placed  on 
the  policy  will  operate  to  reduce  the  benefits,  which  were  as  to 
the  amount  of  the  loan  and  as  to  the  extended  period  of  insurance, 
it  amounted  to  an  agreement  that  in  case  of  a  loan  on  the  policy 
these  benefits  would  be  reduced. 
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In  the  same  case  it  appears  that  the  loan  certificate  proxided 
for  an  assignment  of  the  poUcy,  and  among  other  things  provided 
that  if  the  poHcy  should  lapse  or  become  forfeited  in  any  man- 
ner, the  amount  of  the  said  loan  should  operate  "to  reduce  the 
term  of  extended  insurance  guaranteed  by  the  terms  of  said  policy, 
in  accordance  with  the  rules  of  the  company."  It  was  held  that 
it  was  clearly  within  the  contemplation  of  the  parties  that  the  loan 
agreement  should  become  a  part  of  the  insurance  contract  and  that 
there  was  justice  in  such  an  agreement,  for  the  reason  that  when  a 
loan  was  made,  the  value  of  the  policy  was  thereby  reduced  and  the 
company  could  not  therefore  carry  the  risk  for  as  long  an  extended 
period  as  if  it  had  advanced  no  money  thereon. 

In  the  last  two  cases  the  courts  appear  to  have  inclined  to 
an  understanding  of  the  equities,  even  where  the  policies  them- 
selves were  deficient;  but  this  cannot  be  expected  from  ever}-  court, 
as  indicated  by  other  cases  cited  above. 

While  it  has  been  held  that  a  loan  agreement  cannot  super- 
sede the  provisions  of  a  policy,  yet  I  think  that  in  all  cases  where 
the  policy  does  not  precisely  and  clearly  specify  a  method  of  settle- 
ment, there  should  be  introduced  into  the  loan  agreement  such 
provisions  as  are  contained  in  our  modern  policies;  if  such  an 
agreement  is  afterward  disputed,  the  company  is  no  worse  off  than 
without  the  agreement,  and  may  be  in  a  better  position,  by  reason 
of  the  fact  that  the  parties  thereto  have  interpreted  the  poHcy 
in  terms  of  the  loan  agreement,  especially  where  the  poHcy  pro- 
vides for  settlement  in  accordance  with  "  the  rules  of  the  company." 
But  in  most  cases  such  agreements  will  be  accepted  in  good  faith 
by  the  parties  themselves,  as  fairly  interpreting  the  inadequate 
provisions  of  the  policies,  and  settlements  thereunder  will  not  be 
questioned. 

Mr.  Allstrom:  It  seems  to  me  that  Mr.  Nitchie  has  covered 
quite  fully  the  general  points  involved  by  this  subject.  Contracts 
which  are  deficient  in  their  wording  present  a  variety  of  conditions, 
each  one  of  which  would  seem  to  require  individual  treatment. 
The  method  of  handling  may  be  affected  by  the  decisions  of  the 
courts  and  by  the  non-forfeiture  laws  of  that  particular  state,  and 
of  course  by  the  faults  in  the  conditions  of  that  individual  contract. 
Mr.  Nitchie  has  suggested  making  the  loan  agreement  ven,-  com- 
plete and  full,  in  accordance  with- the  non-forfeiture  laws.     He 
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points  out  the  weakness  of  such  a  practice,  yet  I  feel  that  generally 
such  a  method  will  offer  the  best  means  of  overcoming  the  difficulty. 

The  principal  thought  that  I  have  in  mind  is  that  when  the 
lapse  does  occur,  either  by  non-payment  of  interest  or  premium, 
it  would  be  well  not  to  rely  solely  upon  automatic  cancellation  by 
the  terms  of  the  loan  agreement,  but  that  the  matter  should  be 
brought  to  the  insured's  attention.  He  is  aware  of  the  fact  that 
there  is  an  indebtedness  against  the  policy,  and  especially  if  there 
is  a  margin  which  can  be  used  as  a  cash  surrender  value  or  as 
paid-up  insurance  or  extended  insurance,  the  insured  will  be  pre- 
pared to  make  a  selection  of  one  of  those  options  and  will 
execute  a  proper  release,  surrender  the  policy,  and  thus  clear  the 
matter;  w^hereas  if  the  transaction  is  automatically  closed  on  the 
terms  of  the  loan  agreement,  there  always  remains  the  possibility 
of  a  future  lawsuit,  more  particularly  by  the  beneficiary  upon  the 
death  of  the  insured. 

Mr.  Buttolph:  I  think  that  I  know  the  first  court  decision 
to  which  Mr.  Nitchie  referred.  If  I  do  not  know  that  particular 
one,  I  know  one  which  is  identical  in  its  terms,  and  I  had  some 
intimate  knowledge  of  the  circumstances  surrounding  the  rendering 
of  that  decision. 

The  case  was  very  poorly  presented,  from  the  standpoint  of 
the  company,  to  the  lower  court,  in  spite  of  which  the  company 
got  a  verdict  in  its  favor.  The  case  was  appealed  to  the  appellate 
court  of  the  state  and  the  decision  of  the  lower  court  was  there 
reversed  and  the  case  was  ordered  back  for  a  new  trial.  It  seems 
to  me  the  fault  was  in  the  record  almost  as  much,  if  not  more  than, 
in  the  process  of  reasoning  by  which  the  appellate  court  arrived 
at  its  decision.  The  case  has  since  been  re-tried  in  the  lower 
court.  An  adverse  decision  was  expected  there,  in  view  of  the 
appellate  court  decision  which  had  preceded  it,  but  the  record 
which  will  now  go  up  on  appeal  is  in  very  much  better  shape  than 
it  was  in  the  instance  of  the  first  trial.  I  do  not  think  that  it  is 
by  any  means  unlikely  that  the  decision  of  the  appellate  court 
may  be  reversed  when  it  gets  the  case  in  its  present  shape. 

AGENTS'  COMPENSATION  .\ND  COST  OF  NEW  BUSINESS 

Mr.  Appleby:  The  questions  proposed  do  not  seem  to  have 
had  a  great  deal  of  scientific  consideration.    As  far  as  the  cost  of 
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new  business  is  concerned,  the  measure  sel  by  the  few  wlio  have 
considered  it  seems  to  vary  and  to  be  arbitrary  and  to  be  deter- 
mined by  the  loadings  and  salva<:;;es  from  one,  two,  or  three  years, 
the  intention  being  to  have  an  unimpaired  reser\-e  at  the  expira- 
tion of  the  period  chosen.  A  few  states  have  undertaken  to  limit 
the  acquisition  cost  by  law.  This  has  not  been  an  unqualified 
success,  and  so  far  as  I  know  no  distinction  is  made  between  parti- 
cipating and  non-participating  business — so  that  such  rules  as 
have  been  laid  down  under  such  laws  cannot  be  applied  indis- 
criminately with  the  same  results. 

At  least  until  comparatively  recent  times,  the  question  was 
determined  by  the  necessities  of  the  case  and  the  necessities  were 
created  by  competition,  and  so  the  cut-throat  method  of  securing 
men  developed  and  is  still  with  us  in  a  measure.  This  is  not  a 
severe  obstacle  today,  as  the  ethics  of  our  business  have  improved 
wonderfully  in  the  past  ten  years.  The  acquisition  cost  of  new 
business,  however,  was  the  direct  consequence  of  this  method. 
The  cost  has  been  "what  the  company  could  afford  to  pay  and 
live"  and  not  '"what  the  business  ought  to  cost  with  reference  to 
its  value  or  with  reference  to  the  other  departments  of  the  company 
or  the  future  of  the  company  as  a  whole." 

The  dLCimxy  is  confronted  with  a  real  problem  when  asked  to 
say  what  new  business  should  cost  or  what  it  may  cost.  If  other 
departments  of  the  company  are  run  economically,  more  money 
can  be  spent  in  the  field.  This,  however,  may  not  mean  progress 
or  success  in  the  agency  department  and  indeed  may  spell  ruin 
for  the  company. 

The  particular  questions  with  which  we  must  familiarize  our- 
selves before  we  can  approximately  answer  the  original  question 
are:  (i)  What  is  the  company's  income  applicable  to  new  busi- 
ness in  excess  of  the  loadings  and  mortality  sah-ages  ?  (2)  What 
success  has  the  company  had  in  the  selection  of  risks  and 
therefore  what  ratio  of  mortality  may  reasonably  be  expected  ? 
(3)  What  has  been  the  company's  e.xperience  with  reference  to 
renewals,  etc.  ? 

I  should  like  to  say  in  passing  that  I  do  not  believe  that  the 
"lapse  factor"  should  enter  in  any  way  into  determining  the  cost 
of  new  business.  However,  the  lapse  factor  may  be  determined 
verv  largelv  bv  the  cost  of  new  business.     We  must  remember 
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the  aphorism  (or  platitude)  that  ''It  is  the  business  that  stays  that 
pays  and  business  that  lapses  is  dear  at  any  price."  As  the  ques- 
tions intimated  var>^  with  each  company,  the  original  problem 
must  be  disposed  of  as  a  h\'pothetical  one.  These  few  remarks, 
therefore,  must  be  applied  to  what  we  shall  denominate  a  normal 
company — one  with  a  reasonable  capital  and  surplus  and  whose 
stockholders  have  not  been  taught  to  expect  their  entire  invest- 
ment back  as  a  dividend  as  soon  as  a  company's  license  is  granted; 
one  whose  management  is  skilled  in  the  solution  of  business  prob- 
lems and  located  in  the  central  part  of  the  United  States,  it  being 
well  known  that  the  physical  difficulties  increase  the  cost  in  the 
more  sparsely  settled  regions  of  the  country;  one  whose  lapses  on 
first  renewals  does  not  exceed,  say,  35  per  cent  and  whose  mortality 
ranges  from  40  to  60  per  cent  of  the  expected.  We  will  also  assume 
the  Illinois  standard  of  valuation. 

The  following  items  are  without  question  chargeable  to  new 
business:  commission,  agency  supervision  and  traveUng  expense, 
agency  salaries,  increase  in  advance  or  advances  charged  ofiF  and 
at  least  a  portion  of  branch  office  expense,  medical  examination 
fees,  and  inspection  of  risks,  and  first-year  mortality. 

The  following  may  be  questioned:  medical  director's  salary, 
as  he  deals  chiefly  with  new  business,  advertising,  taxes  and 
departmental  fees,  postage  and  printing.  It  does  not  seem  to 
me,  however,  material  whether  the  latter  group  is  considered  a 
charge  against  new  or  renewal  business  or  apportioned  between 
them,  but  it  should  be  considered  under  the  question  of  compara- 
tive costs. 

To  determine  the  amount  of  money  as  compared  with  the  new 
premium  income  that  may,  can,  or  must  be  spent  for  and  distrib- 
uted among  the  foregoing  items  is  our  problem.  There  is  one 
item  not  specified  which  deser\-es  special  mention  and  that  is  "the 
expense  of  opening  new  territory."  I  doubt  the  justice  of  making 
the  new  business  bear  the  burden  of  this  any  more  than  it  should 
bear  the  expense  and  losses  from  investments. 

One  must  build  the  house  before  he  can  get  a  revenue  from 
rentals. 

Some  of  the  items  are  "fLxed  charges"  and  their  ratio  decreases 
as  the  amount  of  premiums  increase.  The  question  as  to  how  much 
should  be  "fLxed"  will  be  considered  farther  on. 
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Now,  bearing  in  mind  ihat  wc  are  dealing  with  a  "normal" 
company,  it  seems  to  me  that  without  giving  the  reasons  for  the 
percentage,  the  cost  may,  with  propriety,  range  from  90  to  135 
per  cent  of  the  first-year  premium  income,  dependent  upon  the 
items  included  and  the  amount  of  premiums  collected  and  the  rate 
of  interest  earned  on  the  mean  invested,  assets,  etc.  If  you  will 
take  the  pains  to  examine  the  records  of  the  younger  companies 
in  the  United  States,  you  will  find,  I  think,  more  above  than  below 
the  average  of  these  figures.  Those  exceeding  the  a\-erage  of 
these  figures,  as  a  rule,  are  using  a  great  deal  of  contributed  surplus 
to  build  a  large  volume  of  business  in  the  hope  that  the  salvages 
of  the  future  will  recoup  the  outlay  of  the  present.  Some  of  the 
eastern  companies  exceeded  the  higher  figure  indicated  herein 
during  19 14.  That  the  majority  of  business  in  force  in  the  United 
States  in  1905  was  built  up  on  an  expense  ratio  not  less  than  that 
indicated  herein  will  hardly  be  gainsaid. 

It  must  be  remembered  that  the  purpose  of  the  management 
of  a  company  must  be  considered  when  the  cost  of  building  the 
company  is  to  be  fixed.  Some  ver>'  splendid  companies  have  been 
content  to  make  a  slow  growth  and  cover  a  restricted  territory, 
and  as  a  consequence  have  been  able  to  secure  their  business  on 
exclusively  commission  basis  and  at  a  ver\^  modest  cost.  Others, 
with  large  resources,  have  had  larger  ambitions  and,  to  use  a 
common  expression,  "have  put  money  into  the  field"  and  have 
done  it  to  good  advantage,  but  incidentally  the  cost  for  such  a 
company  increases  because  it  has  cast  out  after  the  experienced 
man  who  could  not  be  persuaded  to  ally  himself  with  a  young 
company  without  compensation  in  excess  of  what  some  of  the  more 
conservative  companies  are  paying. 

I  am  not  sure  when  this  topic  was  framed  whether  or  not  it 
was  intended  to  discuss  the  method  of  compensating  agents  or 
what  the  amount  of  his  compensation  should  be.  The  latter  has 
long  been  tabooed  for  public  discussion.  In  fact,  it  is  only  within 
ver>'  recent  years  that  an  officer  of  a  company  would  discuss  the 
question  frankly  with  an  officer  of  a  competing  company  and  then 
only  with  the  soft  pedal  on.  Furthermore,  this  is  a  field  from 
which  the  actuary  was  excluded,  it  being  a  practical  problem. 
No  man  who  dealt  in  the  realm  of  theor\'  could  bring  anything  to 
bear  on  its  solution.     To  be  sure,  there  are  presidents  and  managers 
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of  companies  today  who  feel  that  the  actuaw  is  to  be  endured 
only  until  the  policies  and  premium  rates  are  prepared  and  after 
that  he  can  calculate  deferred  premiums  and  such  dividends  as 
the  directors  may  declare.  A  better  day  is  dawning,  however, 
and  we  are  now,  not  only  permitted  to  calculate  the  mortality 
experience  of  the  company,  prepare  the  gain-and-loss  exhibit, 
and  supervise  the  preparation  of  the  annual  report,  but  are  bringing 
the  knowledge  of  the  whole  held  of  life  insurance  to  bear  on  the 
practical  problems  of  the  company  in  each  department.  This  was 
forcibly  illustrated  to  me  recently  when  in  conversation  with  the 
president  of  a  company  which  has  had  all  the  ills  and  misfortunes 
of  childhood,  including  orphanage.  He  was  detailing  to  me  the 
company's  early  history.  The  agency  plans  had  been  conceived 
by  a  man  with  many  years'  experience  in  one  of  the  eastern  com- 
panies in  a  somewhat  general  capacity  in  the  state  in  which  the 
company  of  my  friend  is  located.  The  plans,  therefore,  were  the 
plans  of  the  big  company,  and  while  they  brought  some  results, 
they  did  it  with  enormous  expense  and  prospective  financial 
failure.  They  had  to  be  abandoned.  My  friend  blamed  nobody 
but  the  actuary;  he  said,  "Our  actuary  ought  not  to  have  per- 
mitted it." 

Notwithstanding  the  usual  tendency  to  sidestep  this  problem, 
I  am  going  to  give  one  or  two  of  what  I  believe  to  be  practical 
observations.  To  repeat,  the  method  and  amount  of  compensation 
which  any  company  may  adopt  must  be  determined  in  a  measure 
by  the  company's  purpose  and  ambitions  and  plan  of  organization. 
The  ideal  method  of  compensation,  of  course,  is  by  commission, 
first  year  and  renewal,  and  this  is  probably  the  most  common. 

The  practical  difficulties,  however,  of  getting  new  men  into 
the  business  have  led  to  "advances,"  so  called,  of  course,  based 
on  what  the  agent  is  supposed  to  be  able  to  earn.  Many  companies 
have  quit  fooling  themselves  in  this  way  and  charge  such  so-called 
advances  directly  to  "agency  expense."  Again,  the  limitations 
imposed  on  commission  by  law  in  some  of  the  states  has  made  it 
necessary  for  companies  operating  under  those  laws  to  provide 
additional  compensation  in  order  to  command  the  services  of  men, 
and  are  given  this  in  the  form  of  office  and  traveling  expense,  but 
which,  to  all  intents  and  purposes,  is  a  salar>-.  This  has  given 
additional  prestige  and  publicity  to  a  kind  of  mixed  compensation. 
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In  fact,  I  think  it  quite  safe  to  say  that  a  few  of  the  younger 
companies  are  securing  all  of  their  business  on  an  exclusively  com- 
mission basis.  In  those  cases  where  the  solicitors  are  paid  exclu- 
sively by  commission,  they  are  being  supers'ised  by  salaried  men 
and  a  great  deal  of  the  business  is  closed  when  the  supervisor  is 
present.  All  of  these  things  have  not  simpHfied,  but,  on  the  con- 
trary', have  complicated,  the  problems  we  have  to  solve. 

The  amount  of  compensation  likewise  depends  on  many 
things.  For  example:  the  desirability  of  the  business;  favorable- 
ness  of  the  laws  of  the  state  in  which  the  business  is  being  secured; 
the  cost  of  medical  examination;  the  amount  of  super\'ision 
necessary,  and  the  consequent  overhead  charges,  but  principally 
what  is  necessary-  to  get  the  business. 

The  companies  which  are  getting  their  business  on  a  purely 
commission  basis  are  willing  to  pay  rather  higher  commissions 
than  conservative  underwriting  would  approve;  80,  85,  and  90 
per  cent,  with  liberal  renewals,  are  too  common,  not  so  much 
because  the  business  does  not  justify  it,  but  because  such  compensa- 
tion is  conducive  to  the  securing  of  policies  which  persist  for  one 
year  only. 

These  conditions  which  are  met  continually  in  the  field  lead 
me  to  suggest  that  a  lower  commission  with  a  small  salary  to  the 
individual  producer  who  can  write  from  $60,000  to  $100,000  per 
year  is  a  safer  method  of  compensation.  Coupled  with  this  should 
go  a  continuous  renewal  of  from  5  to  7^  per  cent  based  on  con- 
tinuous service  and  a  reasonable  amount  of  production,  providing 
that  the  renewals  will  be  available  after  a  continuous  service  of  a 
given  number  of  years  and  will  be  available  to  the  agent's  estate 
in  case  of  his  death.  It  is  not  claimed  for  this  method  that  it  gets 
the  business  at  a  less  cost  than  the  higher  commission.  It  does 
not;  but  it  has  the  following  to  recommend  it:  It  gives  the  solicitor 
something  to  go  on  during  the  "lean"  months  which  come  to  every 
solicitor.  It  binds  him  to  the  company  in  such  a  way  that  he  is 
hard  to  disturb.  It  gives  the  company  a  chance  to  crowd  him  for 
business  and  to  force  him  to  work  in  such  a  way  that  is  impossible 
where  the  compensation  is  commission  exclusively.  It  is  much 
better  than  the  "advance"  proposition,  particularly  where  it  is 
being  given  to  new  men,  as  it  leaves  no  delusive  agency  balances 
to  be  reckoned  with  at  the  end  of  the  vear. 
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The  amount  of  compensation,  of  course,  will  depend  on  the 
size  of  the  man.  The  big  genefal  agent  who  is  capable  of  securing 
and  training  men,  thoroughly  developing  a  territory  and  producing 
from  $300,000  to  $500,000  per  year  of  good  business  will  receive 
a  higher  compensation  than  the  local  producer,  but  the  plan  can 
be  made  to  fit  him  as  well  as  the  little  man. 

All  this  again  complicates  cur  problem. 

There  is  little  risk  in  employing  men  on  commission,  but  when 
the  company's  money  is  being  put  into  men,  it  requires  close 
study,  careful  executive  skill,  and  more  than  an  ordinary  knowledge 
of  men. 

The  investment  problems  of  the  average  young  company  are 
few.  The  law  specifies  in  what  a  company  may  invest  its  funds. 
It  is  only  a  question  of  titles  and  values,  both  of  which  are  easily 
determined.  Where  there  is  a  question  as  to  either,  the  conserva- 
tive young  company  keeps  out. 

The  theoretical  field  of  life  insurance,  so  far  as  it  affects  the 
young  company,  has  been  fairly  well  explored.  A  theoretical 
error  is  inexcusable,  but  the  problems  of  getting  the  business 
demand  the  skill  of  the  executive  and  the  actuarial  depart- 
ments, no  less  than  that  of  the  agency  manager,  who  should 
in  fact  be  the  pulley  through  which  the  co-operative  force  of  all 
departments,  working  in  harmony  and  to  one  end,  is  applied. 

WORK  OF  NEW-BUSINESS  DEPARTMENT 

METHODS  OF  HANDLING   AND    CHECKING    APPLICATIONS, 

MEDICAL  EXAMINATIONS,  AND  POLICY  WRITING; 

RECORDS  RELATING  THERETO 

Mr.  Stookey:  The  most  important  feature,  to  my  mind, 
under  the  topic  "The  Work  of  the  New-Business  Department" 
is  expedition.  It  is  desired  b\'  the  management  of  every  office 
to  get  the  policy  in  the  hands  of  the  agent  with  as  little  delay  as 
possible,  and  any  system  that  will  accomplish  this  without  sacri- 
ficing thoroughness  and  careful  selection  is  to  be  desired.  To  the 
end  that  every  effort  be  directed  toward  prompt  delivery  of  the 
policy  to  the  agent,  it  is  desirable  to  keep  a  check  on  the  time  con- 
sumed in  acting  on  each  application.  Under  such  a  system  it  is 
possible  to  determine  at  the  end  of  each  month,  or  other  stated 
period,  how  many  policies  were  issued  one,  two,  or  three  days 
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or  more  after  receipt  of  application  and  thus  to  determine  the 
average  time  consumed  between  the  receipt  of  the  appHcation  and 
delivery  of  the  poUcy.  There  are,  of  course,  a  number  of  factors 
that  will  cause  an  unavoidable  delay  in  issuing  the  policy,  such  as 
discrepancies  or  omissions  in  the  application,  and  medical  examina- 
tion. It  also  quite  frequently  occurs  that  the  medical  department 
wishes  further  information  before  taking  final  action  and,  in  such 
cases,  it  is  necessary  to  communicate  with  the  examining  physician. 
Where  this  is  necessary,  the  agent  should  be  advised  that  final 
action  on  the  application  is  delayed  pending  further  information 
from  the  examining  physician,  and  suggesting  that  he  use  his 
influence  to  have  the  doctor  furnish  the  company  with  the  informa- 
tion asked  for  at  his  earliest  opportunity.  This  will  usually  result 
in  the  examining  physician  giving  the  matter  prompt  attention. 
I  believe  if  we  could  follow  an  application  from  the  time  it  is 
received  in  each  office  represented  here  we  could  all  obtain  some 
information  that  would  be  of  benefit  and  an  improvement  on  the 
system  we  are  now  using.  You  will  pardon  me,  therefore,  if  I 
briefly  outline  the  routine  of  an  application  from  the  time  it  is 
received  in  the  office  of  the  Illinois  Life  to  the  date  the  policy  is 
sent  out. 

When  we  receive  the  application  from  the  agent,  which  we 
designate  as  Part  I,  a  record  is  made  and  passed  to  another  clerk, 
whose  duty  it  is  to  look  up  the  applicant's  insurance  history  and 
register  any  rejections,  etc. ;  also  to  make  notation  of  any  insurance 
now  held  or  previously  carried  in  the  company.  A  statement  of 
all  policies  previously  issued  to  the  applicant  showing  the  method 
of  their  termination,  if  not  in  force  at  this  time,  and  all  former 
applications  are  filed  with  the  new  application.  If  any  former 
policies  have  terminated  within  one  year  a  special  memorandum 
is  sent  to  the  agency  department  in  order  that  it  may  investigate 
the  matter  with  a  view  of  adjusting  the  commission  to  be  allowed 
on  the  new  application.  At  the  same  time  an  inspection  card 
is  made  up  and  a  request  for  the  inspection  sent  to  the  proper 
reporting  company  or  individual  as  the  case  might  be. 
■  When  the  medical  examination  is  received,  all  papers  are  filed 
together  in  certain  order  in  a  specially  prepared  cover.  All  instruc- 
tions as  to  form  of  policy  and  recommendation  of  the  medical 
board  are  made  on  this  cover,  no  marks  of  any  kind  being  made 
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on  the  original  application.  The  papers  are  then  referred  to  the 
medical  director.  If,  in  his  opinion,  the  applicant  is  entitled  to  the 
policy  applied  for  he  O.K.'s  the  application  and  sends  it  to  the 
policy  department  with  instructions  to  issue  the  policy.  This  is 
done  before  final  action  has  been  taken  by  the  medical  board.  As 
soon  as  the  policy  department  has  made  up  its  memorandum  the 
application  is  returned  to  the  niedical  department  for  final  action. 
This  saves  considerable  time,  as  it  requires  practically  one  day  for 
the  policy  department  to  issue  the  policy  and  make  up  the  records, 
and  while  this  is  being  done  the  application  receives  the  attention 
of  the  assistant  medical  director  and  other  members  of  the  medical 
board.  There  may  possibly  be  some  criticism  of  this  method  on 
the  grounds  that  after  the  policy  department  has  issued  a  policy 
and  made  up  its  records  some  members  of  the  medical  board  may 
raise  some  point  in  connection  with  the  application  that  would,  on 
reconsideration,  cause  adverse  action  to  be  taken  or  that  the 
inspection  report  may  bring  out  some  information  not  contained 
in  the  application  that  would  cause  rejection.  Our  experience 
has  been,  however,  that  these  cases  form  a  very  small  percentage  of 
the  applications  recommended  by  the  medical  director  and  that 
the  saving  of  a  day  or  so  in  time  in  getting  the  policy  in  the  hands 
of  the  agent  more  than  offsets  the  small  loss  in  time  of  the  policy 
department. 

All  records  of  the  policy  are  compiled  by  the  policy  department. 
These  records  include  notice  cards,  agency  reports,  ledger  number 
sheets,  policy  cards,  photographic  copy  of  apphcations,  etc.  A 
duplicate  policy  card  is  also  made  and  filed  in  our  warehouse  where 
we  have  a  duplicate  record  of  all  policies  issued.  In  this  con- 
nection, it  might  not  be  out  of  place  to  call  attention  to  the  policy 
department  memo,  which  we  use,  and  which  was  adopted  by  the 
company  some  fifteen  years  ago.  Some  of  those  present  are 
familiar  with  this  form  and  are,  I  believe,  using  something  similar. 
For  those  who  do  not  use  such  a  form,  however,  I  would  like  to 
recommend  its  convenience,  as  we  have  found  it  one  of  the  most 
satisfactory  forms  ever  adopted  by  the  company.  It  contains  a 
full  and  complete  statement  of  the  policy;  any  modifications  or 
special  indorsements — in  fact  everything  contained  in  the  policy 
is  shown  on  this  statement.  This  eliminates,  to  a  certain  extent, 
the  necessity  of  issuing  a  duplicate  policy. 
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After  the  policy  issue  department  has  issued  the  jJoHcy  and 
compiled  its  records,  the  policy  is  held  until  the  application  is 
returned  by  the  medical  department  tinally  approved.  The 
policy  is  then  mailed  to  the  agent  and,  with  very  few  exceptions, 
where  the  amount  of  the  policy  is  less  than  $5,000  it  is  not  held 
for  the  inspection  report. 

The  inspection  report,  which  is  asked  for  immediately  on 
receipt  of  Part  I,  is  in  nearly  all  cases  received  by  the  time  tinal 
action  is  taken  on  the  application,  but  where  it  has  not  been 
received  the  policy  is  mailed  to  the  agent,  and  if  it  should  happen 
that  adverse  information  is  shown  by  the  inspection,  and  it  is  con- 
sidered of  sufficient  importance  to  warrant  a  further  investigation, 
the  agent  is  wired  to  hold  the  policy  until  he  is  advised  of  its 
release  by  the  company. 

Under  this  method  we  have  had  very  little  complaint  from 
our  agents  and  have  had  no  unsatisfactory  results  of  any 
kind. 

I  do  not  know  whether,  in  any  of  the  offices  represented  here, 
a  record  of  the  time  elapsing  between  the  receipt  of  the  application 
and  delivery  of  the  policy  to  the  agent  is  kept.  We  have  been 
maintaining  such  a  record,  and  for  the  past  six  months  I  find  we 
mailed  15  per  cent  of  our  policies  one  day  after  receipt  of  the 
doctor's  report;  30  per  cent  two  days  after  its  receipt;  48  per  cent 
three  days  thereafter;  60  per  cent  four  days  thereafter,  the  average 
time  consumed  being  a  fraction  over  five  days.  The  average 
time  consumed  on  the  bulk  of  our  business  is,  in  reality,  less  than 
five  days.  The  business  in  the  Georgia  and  Pennsylvania  agencies, 
where  all  business  is  held  for  inspection  and  special  financial  report, 
and  the  applications  on  women  tend  to  increase  the  average  length 
of  time. 

This,  I  believe,  is  about  the  only  thought  I  wish  to  leave  with  the 
members  on  this  topic.  The  matter  of  the  appointment  of  medical 
examiners,  obtaining  inspection  reports,  etc.,  is,  I  think,  handled 
by  the  majority  of  the  companies  in  practically  the  same  manner. 
I  might  say,  however,  that  our  company  maintains  a  card  system 
on  inspections,  and  very  close  tab  is  kept  to  see  that  there  is  no 
unusual  delay  in  obtaining  the  inspection  report. 

Mr.  Dunl.\p:  It  is  an  indisputable  fact  that  new  business  is 
necessary  to  a  "going"  life  insurance  company.     While  this  is 
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especially  true  of  a  young  company  that  has  not  a  sufficient  volume 
of  business  to  carry  the  overhead  charges,  yet  the  largest  life  insur- 
ance companies  appear  to  consider  that  the  getting  of  new  business 
ranks  first. 

In  his  earlier  experience  the  solicitor  of  life  insurance  is  liable 
to  meet  with  small  success.  It  is  essential  that  he  should  write  and 
pay  for  enough  business  to  bring  in  a  sufficient  income  to  enable 
him  to  continue  soliciting.  A  good  agent,  or  a  man  who  is  fitted 
through  his  personality  or  business  ability  to  sell  life  insurance, 
is  not  easily  found.  A  great  deal  of  time  must  be  spent  in  discover- 
ing the  men  who  are  thought  to  be  fitted  and  who  are  willing  to 
make  the  attempt  at  the  work.  Most  of  these  men  do  not  succeed, 
and  it  is  only  occasionally  that  a  man  is  found  who  does  make  a 
notable  success  in  field  work.  How  very  valuable  a  successful  field 
man  is  to  a  company  is  evidenced  by  the  various  inducements 
competitive  companies  are  offering  to  obtain  the  services  of  these 
men.  This  being  true,  there  is  no  work  in  the  home  office  that  is 
more  important  than  the  prompt  issuing  of  policies  to  the  field  men 
because,  until  a  policy  is  issued  and  paid  for,  the  agent  will  have 
to  await  the  remuneration  which  affords  him  the  means  of  con- 
tinuing in  his  work.  If  the  field  man's  pay  envelope  does  not 
come  promptly,  he  must  secure  work  at  some  other  occupation. 

If  one  day  can  be  saved  in  the  handling  of  an  application  in  the 
home  office,  it  is  of  vital  importance  that  that  one  day  should  be 
saved.  This  brings  up  the  question  of  how  long  it  should  take 
the  home  office  to  issue  a  policy  and  put  it  into  the  hands  of  the 
agent  and,  in  general,  the  new-business  department. 

The  greatest  efficiency  is  obtained  in  handling  new  business 
where  a  separate  department  has  charge  of  the  entire  work,  and 
this  department  should  be  in  close  touch  with  the  medical  depart- 
ment (adjoining  rooms  if  possible).  If  they  come  in  separately, 
all  applications  should  be  sent  to  this  new  business  department 
and  matched  up  with  the  medicals.  Applications  should  be 
examined  to  see  that  all  questions  are  answered  and  to  see  that  the 
apphcation  compHes  in  all  respects  with  the  rules  and  requirements 
of  the  company.  The  answers  to  the  questions  of  the  medical 
examiner  and  the  report  of  the  medical  examiner  as  well  should  be 
checked  at  the  same  time  to  see  that  there  are  no  omissions  and  that 
all  requirements  have  been  complied  with.     If  an  error  or  omission 
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is  found  in  the  application,  the  agent  is  at  once  advised,  but  the 
case  is  sent  along  for  consideration  and  is  not  delayed. 

A  red  pencil  should  be  used  to  underscore  any  impairment 
shown  in  the  medical  examination  or  any  suspected  over-insurance, 
and  if  put  in  charge  of  a  competent  clerk,  this  would  save  much 
of  the  time  of  the  executive  ofBcers  who  pass  upon  risks. 

At  the  time  of  checking  the  application  the  index  card  should 
be  made  and  the  application  registered  in  an  application  or  agency 
register,  and  then  passed  to  the  impairment  or  index  clerk.  This 
clerk  retains  the  index  card,  searches  the  records  to  determine  how 
much  insurance  the  applicant  already  carries  with  the  company 
and  to  see  if  other  impairments  exist.  The  case  should  then  go  to 
the  medical  department  to  be  passed  upon  by  the  medical  director, 
after  which  the  examining  physician,  is  credited  with  his  fee  and 
the  case  is  then  ready  for  the  action  of  the  other  officers  of  the 
company  charged  with  the  underwriting  of  risks. 

Whenever  additional  medical  information  is  required,  necessi- 
tating writing  to  the  examining  physician,  the  agent  in  the  case 
should  be  sent  a  form  letter  setting  forth  this  fact,  in  order  that  he 
may  know  the  cause  of  delay  and  co-operate  with  the  doctor.  The 
agent  should  be  kept  posted  at  all  times  as  to  delays,  so  that  he  may 
know  what  the  company  is  waiting  for  and  what  may  be  necessary 
for  him  to  do  to  help  get  the  policy  issued.  Where  additional 
information  is  requested  or  where  an  answer  has  been  omitted 
that  is  not  material,  the  case  should  not  be  delayed.  The  informa- 
tion should  be  written  for,  but  the  case  should  be  passed  through 
for  the  action  of  the  officers  without  holding  up  the  issue  of  the 
policy. 

Business  must  not  be  delayed  in  the  home  office.  Applications 
should  be  passing  through  all  the  time.  When  three  or  four  are 
ready  they  should  go  to  the  impairment  clerk  and  so  on  through  the 
other  departments,  so  that  in  a  few  hours  some  of  the  business 
received  in  the  morning's  mail  should  be  in  the  hands  of  the  policy 
department  or  policy-writing  clerk. 

APPOINTMENT   OF   MEDIC.VL   EX.'VMINERS 

This  subject  can  conveniently  be  divided  into  two  parts: 
first,  the  appointment  of  examiners  in  the  larger  cities  or  at  the 
home  office  of  the  company:    and,  second,  the  appointment  of 
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examiners  in  small  towns  or  country  districts  where  an  occasional 
examination  only  is  made. 

In  the  larger  centers  appointments  are  as  important  as  the 
selection  of  competent  officers  of  the  company.  The  examiners 
are  supposed  to  make  a  larger  number  of  examinations  and,  where 
fifty  or  more  can  be  expected  a  month  from  an  examiner,  it  is  very 
often  wise  to  appoint  an  examin'^r  under  a  fixed  salary  arrangement. 
This  demands  a  very  careful  selection  of  a  suitable  physician  and 
should  be  determined  by  the  medical  director  after  a  very  thorough 
investigation.  It  is  necessary  to  have  in  mind  that  medical 
skill  alone  is  not  the  only  requisite  for  such  a  position.  Tact  and 
ability  are  qualities  required  in  dealing  with  both  agents  and 
applicants.  Such  work  demands  skill  not  to  be  easily  under- 
estimated. 

Many  of  the  large  companies  make  a  material  saving  in  fees 
through  salary  arrangements,  securing  good  service  for  an  average 
of  from  one  to  two  dollars  per  examination.  I  believe  it  is  possible 
to  secure  better  work  and  better  mortality  results  through  salaried 
examiners  than  it  is  through  an  arrangement  on  a  fee  basis.  It  is 
necessarv,  of  course,  to  have  a  large  amount  of  business  written 
in  a  district  to  make  this  plan  feasible  or  profitable. 

With  regard  to  the  appointment  of  examiners  in  small  towns 
or  country  districts  where  an  occasional  examination  only  is  made, 
no  company  can  afford  the  expense  of  a  traveling  physician  or  a 
traveling  inspector  and  there  are  two  plans  which  may  be  followed. 
The  first  is  to  select  examiners,  either  by  consulting  Polk's  Medical 
Directory,  or  a  similar  medical  directory,  or  through  a  medical 
referee  or  one  specially  qualified  for  each  of  the  different  states. 
The  second  is  to  allow  your  agents  or  managers  in  the  field  to 
suggest  the  names  of  examiners.  This  latter  proposition  has 
been  found  entirely  feasible  and  satisfactory  where  the  agents  or 
managers  are  known  to  be  men  of  high  character  and  of  good 
standing  in  their  community.  To  such  a  manager  in  a  town 
where  the  company  has  no  regular  examiner,  his  instructions  should 
be  to  select  the  physician  of  best  standing  in  the  place,  preferably  a 
young  man  of  some  experience,  who  is  an  appointed  examiner  of 
one  or  more  old-line  companies.  The  fact  that  such  a  physician  is 
the  regular  examiner  of  one  of  the  large  old-line  companies  is  an 
excellent   recommendation.     Large  companies   make   regular   in- 
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spections  of  their  examiners  and  all  their  records  in  regard  to  work 
done  are  available  for  reference.  Companies  have  no  objection, 
as  a  rule,  to  verifying  a  physician's  statement. that  he  is  one  of  their 
regular  examiners  and  therefore  his  standing  can  be  easily  con- 
firmed. 

In  addition  to  medical  qualifications,  it  is  wise  to  secure  a  com- 
mercial report  regarding  the  habits  of  the  proposed  examiner. 
A  number  of  commercial  agencies  now  make  these  reports  on 
special  blanks  giving  all  facts  necessary  to  be  known  before  making 
an  appointment. 

It  is  our  opinion  that  by  employing  the  means  outlined  above, 
a  very  satisfactory  staff  of  medical  examiners  can  be  secured  and 
maintained  and  there  is  no  more  important  organization  than  the 
organization  of  the  medical  department. 

INSPECTIONS 

This  portion  of  the  new-business  department  causes  more 
delay  in  issuing  new  business  than  any  other.  Hard  work  and 
close  attention  will  not  always  remedy  the  defect.  Where  busi- 
ness comes  from  any  great  distance  from  the  home  oflSce,  the 
representative  or  branch  office  should  be  furnished  with  forms  for 
ordering  reports,  and  these  usually  are  furnished  by  reporting 
agencies.  This  report  is  ordered  before  appHcation  is  mailed  to  the 
home  office.  The  report  is  made  direct  to  the  company  and  little 
delay  is  experienced. 

If  the  home  oflace  is  located  in  a  large  city,  a  salaried  inspector 
for  that  district  is  advisable.  Reports  may  be  obtained  at  a 
lower  average  cost  and,  most  important  of  all,  they  are  made 
without  delay,  which  is  most  essential.  .  In  other  large  cities 
inspections  should  be  obtained  through  the  best  reporting  agencies, 
and  such  reports  are  hard  to  make,  and  require  men  trained  in  this 
line  of  work. 

In  small  towns,  within  a  radius  of  fifty  to  one  hundred  miles 
of  the  home  office,  the  reports  may  be  obtained  from  a  reporting 
company  or  handled  through  special  correspondents  in  the  various 
towns.  This  latter  method  may  be  worked  out  with  as  much 
success  by  the  company  as  by  the  reporting  agency.  Care 
should  be  used  in  the  selection  of  correspondents  and  they  should 
understand    for    what    purpose    the    reports    are    desired    and 
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that  all  the  information  given  is  to  be  held  confidential  by  the 
company. 

Where  the  correspondent  is  a  merchant,  bank  cashier,  or 
postmaster,  the  report  will  be  returned  promptly  if  the  party  is 
known;  if  he  is  not  known,  little  effort  is  made  to  locate  him  and 
often,  where  the  correspondent  does  not  understand  the  importance 
to  the  company  of  such  a  report,  the  blank  finds  its  way  to  the 
waste  basket.  These  reports  cannot  well  be  followed  up  for  three 
or  four  days  and,  if  it  is  necessary  then  to  ask  a  reporting  company 
to  get  the  information  or  try  an  alternate  inspector,  a  considerable 
time  has  been  wasted  with  the  result  that  it  is  from  five  to  ten 
days  before  the  policy  is  in  the  hands  of  the  agent. 

All  requests  for  inspections  should  be  sent  out  as  soon  as  the 
application  is  received  and  at  the  same  time  that  it  is  being  checked. 
No  inspection  should  be  asked  for  if  the  checking  clerk  thinks 
the  action  of  the  company  will  be  unfavorable.  In  such  cases  he 
should  attach  a  memorandum  to  order  inspection  if  the  case  is 
favorably  considered. 

TREATMENT   OF   MISSTATEMENTS   IN   APPLICATIONS 

This  may  be  divided  into  two  classes:  where  typewritten  or 
longhand  copies  are  made,  and  where  photographic  copies  are 
made.  If  the  misstatement  is  not  material  it  is  an  utter  waste  of 
time  to  correct  it,  but  if  it  is  material  the  agent  or  examiner  should 
be  written  to  and  a  form  be  sent  for  reply.  The  form  should  be 
signed  by  the  applicant  and  also  by  the  agent  or  physician,  depend- 
ing upon  the  information  desired.  Where  the  application  is 
typewritten  or  copied  in  longhand,  the  answer  or  correct. informa- 
tion should  be  written  directly  into  the  copy  of  the  application. 
Where  the  information  can  be  furnished  by  the  agent,  the  copy 
of  application  should  be  corrected  and  the  policy  sent  out  for 
delivery,  subject  to  the  signing  by  the  applicant  of  a  form  amending 
the  application  to  conform  with  the  copy  attached. 

Where  a  photographic  copy  is  made  the  change  cannot  be 
corrected  in  the  original  application.  In  such  case  the  original 
amendment  blanks  must  be  photographed  and  attached  as  a  part 
of  the  application.  In  many  such  cases  the  policy  may  be  sent 
out,  subject  to  amendment,  and  a  photographic  copy  of  such 
amendment  sent  to  the  agent  for  delivery  to  the  applicant  at  a 
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later  date.  Upon  dcli\x'rv  of  the  photographic  copy  of  such 
amendment  the  agent  should  be  furnished  with  a  form  to  be  signed 
by  the  insured,  setting  forth  that  he  has  received  it  and  attached 
it  to  his  policy. 

POLICY    WKITER 

The  clerk  in  charge  of  policy  writing  should  be  familiar  with 
the  forms  in  use  in  all  states,  with  the  requirements  of  the  company, 
and  must  understand  thoroughly  what  and  when  indorsements 
should  be  placed  on  a  policy. 

The  full  energy  of  the  new-business  department  should  be 
used  in  getting  the  business  in  the  hands  of  the  agent,  and  as 
few  records  as  possible  should  be  required  at  that  time.  Most 
records  may  be  made  the  following  day  as  well  as  the  day  of  issue, 
and  may  be  made  by  an  entirely  different  department — ^in  fact, 
this  is  advisable. 

Get  the  business  in  the  hands  of  the  agents  with  the  least  pos- 
sible delay ;  make  no  mistakes ;  always  make  the  best  offer  possible ; 
have  your  representatives  know  it;  and  the  business  will  be  de- 
livered or  returned  without  correspondence  and  delay. 

Mr.  P.^ttison:  I  will  not  make  any  attempt  to  give  a 
detailed  account  of  the  work  of  the  new-business  department  in 
our  office,  but  would  prefer  to  confine  my  remarks  to  simply 
drawing  attention  to  a  number  of  small  points  of  practical  diffi- 
culty in  connection  with  the  work  of  this  department,  believing  that 
time  spent  in  the  discussion  of  small  points  is  often  time  well  spent. 
I  thoroughly  agree  with  the  previous  speakers  in  that  the  great 
essential  in  the  work  of  the  new-business  department  is  that  the 
business  should  be  put  in  the  hands  of  the  agent  as  promptly  as 
possible.  This  should  be  the  paramount  consideration,  provided 
always  that  the  business  has  been  selected  with  the  proper  care. 

The  first  point  to  which  I  wish  to  draw  your  attention  is  in 
connection  with  the  handling  of  misstatements  or  corrections  in  the 
application  and  medical  examination  where  a  company  attaches  a 
photographic  copy  of  the  application  to  the  policy.  There  is  a 
large  number  of  different  errors  which  may  occur  in  the  applica- 
tion, or  examination,  but  I  believe  that  if  we  take  as  an  example 
the  case  of  an  error  in  age  this  example  will  fully  serve  the  purpose 
of  this  discussion.  Let  us  suppose  that  the  company  receives  an 
application  on  which  the  date  of  birth  is  given  as  1890  and  that 
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according  to  the  age  shown  and  premium  given  the  appUcant  should 
have  been  born  in  i8gi.  Some  time  since  I  wrote  to  four  different 
companies  inquiring  as  to  their  method  of  procedure  in  handUng 
this  particular  case: 

Company  A  requires  that  the  appUcant  sign  an  amendment 
in  every  case  before  the  pohcy  is  issued,  and  makes  it  an  absolute 
rule  that  the  application  and  rec  ^rd  should  be  complete  before  issu- 
ing the  policy.  This  amendment  is  sent  either  to  the  agent  or  to 
the  local  examiner  with  instructions  to  obtain  the  information  and 
to  have  the  applicant  sign  the  amendment. 

Company  B  follows  the  rule  of  attaching  an  amendment  to  the 
policy  and  enclosing  the  policy  together  with  a  carbon  copy  of  the 
amendment  to  the  agent,  rec}uiring  the  agent  to  obtain  the  appli- 
cant's signature  to  the  amendment  and  also  to  the  carbon  copy, 
returning  the  carbon  copy  to  the  home  office. 

Company  C  requires  no  amendment  whatsoever,  but  uses  its' 
own  judgment  in  issuing  the  policy  at  what  it  thinks  to  be  the 
correct  age.     In  the  case  stated  it  would  issue  the  policy  at  the 
age  and  premium  quoted  and  pay  no  attention  to  the  discrepancy 
in  the  year  of  birth. 

Company  D  follows  the  same  method  as  Company  B. 

It  seems  to  me  that  the  method  of  Company  A  is  open  to  the 
objection  that  it  might  waste  a  considerable  portion  of  the  agent's 
time.  This  would  be  particularly  true  if  it  was  country  business. 
I  can  readily  imagine  that  the  agent  might  have  to  drive  a  long 
distance  to  obtain  the  applicant's  signature,  thereby  losing  the  cost 
of  his  trip  and  incidentally  half  a  day's  time;  this  in  spite  of  the 
fact  that  the  agent  probably  already  possessed  the  necessary 
information,  or  could  have  obtained  it  through  some  other  source, 
or  by  telephone.  This  method  would  result  in  an  occasional  loss 
of  the  policy,  because  sometimes  it  does  not  take  the  applicant 
very  long  to  change  his  mind,  and  if  the  agent  comes  back  without 
the  policy  the  applicant  has  an  opportunity  to  escape,  and  readily 
takes  advantage  of  it.  If  the  business  is  properly  sold  I  do  not 
believe  that  this  method  should  ever  cause  any  loss  of  business,  but 
nevertheless  the  agent  thinks  it  might,  and  he  is  always  at  great 
pains  to  tell  the  official  at  the  home  office  about  the  number  of 
cases  which  he  lost  solely  on  account  of  this  requirement,  and  in 
any  discussion  which  he  may  have  with  the  home  office  he  invari- 
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ably  refers  to  the  company's  red  tape  in  the  handUng  of  business, 
without  regard  to  whether  this  would  have  any  bearing  on  the 
subject  under  discussion  or  not.  I  believe  it  is  very  important 
that  we  should  get  away  from  red  tape  as  far  as  possible,  mainly 
because  of  the  influence  it  has  upon  the  agent  and  his  attitude. 

The  method  of  Company  B  is  a  considerable  improvement 
over  the  method  of  Company  A  in  the  matter  of  speed,  but  would 
have  the  disadvantage  that  a  large  number  of  the  carbon  copies 
would  never  be  returned;  the  agent  would  forget  to  have  the 
applicant  sign  the  amendment  and  the  record  would  never  be 
complete  at  the  home  office.  Now  I  am  not  sure  of  my  legal 
ground,  but  it  would  seem  to  me  that  if  in  the  case  which  we  have 
in  mind  the  company  were  to  issue  this  policy  at  the  age  and 
premium  quoted  and  the  amendment  were  not  signed,  the  policy 
subsequently  becoming  a  claim  and  the  proof  of  death  showing 
that  the  date  of  birth  was  correct  and  that  the  policy  was  issued  at 
an  age  one  year  too  young,  then  the  company  would  be  compelled 
to  pay  the  full  face  of  the  policy  without  making  any  deduction 
for  error  in  age,  as  the  photographic  copy  would  show  that  the 
applicant  had  correctly  stated  his  date  of  birth.  The  method  of 
Company  C  would  be  open  to  the  same  objection  as  the  method  of 
Company  B. 

It  would  seem  to  me  that  none  of  these  methods  quite  meet 
the  situation,  and  though  it  is  always  difficult  to  arrive  at  an  ideal 
method,  personally  I  can  see  no  objection  to  the  company's 
following  a  method  which  the  agent  himself  would  probably  follow 
if  it  were  left  to  his  choice.  We  all  know  that  if  the  agent  has  a 
correction  to  make  in  the  application  he  draws  his  pen  through 
the  incorrect  statement  and  enters  the  correction  above.  If  the 
company  is  satisfied  (and  it  can  readily  satisfy  itself)  that  the  age 
is  the  best  obtainable  under  the  circumstances,  then  why  should 
it  not  make  the  corrections  in  the  same  manner  as  an  agent  and 
photograph  the  appUcation  as  corrected?  I  particularly  raise 
this  point  because  I  would  like  an  opinion  as  to  the  legality  of  this 
method;  to  the  layman  it  would  appear  that  if  a  photograph 
of  the  application  corrected  in  this  way  were  attached  to  the  policy 
then  the  insured's  acceptance  of  the  policy  would  ratify  the  con- 
tract, together  with  the  correction,  and  that  the  contract  could 
not  be  in  any  way  voided  on  account  of  this  correction. 
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Passing  to  another  point :  We  occasionally  meet  with  a  request 
to  have  a  policy  written  with  the  beneliciar>'  "the  surviving 
children  of  the  insured  in  equal  parts."  I  have  seen  policies  that 
were  written  in  this  way,  but  have  always  refused  to  issue  one  in 
this  way  myself  as  I  believe  it  possible  that,  if  there  were  a  number 
of  children  and  one  of  them  should  be  missing  when  the  policy 
became  a  claim,  the  company  might  unwittingly  subdivide  the 
proceeds  of  the  policy  among  the  claimants  and  then  subsequently 
be  compelled  to  pay  a  missing  child's  portion  of  the  claim  over 
again.  We  have  always  required  that  the  names  of  the  children  be 
specified. 

I  believe  it  was  the  intention  of  the  Committee  on  Program 
that  some  remarks  be  made  as  to  the  value  of  requiring  the  agent 
to  make  an  inspection  report  on  each  applicant.  Our  company 
has  recently  required  that  the  agent  fill  in  an  inspection  report  of 
this  kind,  this  report  being  part  of  the  regular  agent's  memorandum 
which  he  forwards  to  the  home  ofiice  at  the  time  the  application  is 
written.  We  believe  that  by  requiring  a  report  of  this  kind  we 
draw  the  agent's  attention  to  his  moral  responsibility  and  make 
him  realize  that  he  is  responsible  for  the  risks  selected.  We  ask 
him  if  he  unqualifiedly  recommends  the  applicant  both  from  a 
financial  and  physical  standpoint  and  he  invariably  answers  "yes." 
This  is  an  advantage  because,  when  the  premium  or  note  is  sub- 
sequently charged  to  his  account,  he  cannot  claim  that  he  was 
ignorant  of  the  applicant's  financial  standing.  Also  the  agent 
has  the  opportunity  in  a  report  of  this  kind  of  presenting  his  state- 
ment as  to  the  applicant's  financial  condition.  The  company  is 
sometimes  justified  in  refusing  to  issue  a  policy  on  account  of  the 
financial  standing  of  the  applicant,  and  it  is  of  value  to  it  to  have 
the  agent's  information  in  this  regard,  the  agent  not  infrequently 
presenting  better  information  on  this  point  than  the  inspector. 
This  report  also  is  of  advantage  in  calling  very  forcibly  the  agent's 
attention  to  the  fact  that  the  company  is  not  desirous  of  obtaining 
business  of  a  low  financial  standing.  I  believe  that  it  does  help 
in  a  small  degree  in  raising  the  quality  of  the  business  secured. 

Mr.  Seitz:  In  connection  with  remarks  made  by  Mr.  Dunlap 
wherein  he  mentioned  having  a  page  of  the  ratebook  accompany 
the  policy,  my  plan  is  to  number  each  set  of  premiums  and 
surrender  values.     For   instance,  the   twenty-payment-life  non- 
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particii)ating  rate  would  be  known  as  R-52  and  the  values  for  the 
policy  would  be  known  as  V-49.  The  policy  form  bears  the 
number  P-42.  These  codes  are  entered  on  the  various  card 
records  and  upon  the  back  of  the  application. 

Mr.  Appleby:  Mr.  Grimes  made  a  very  interesting  remark 
to  me — that  a  considerable  percentage  of  their  business  goes  out 
the  same  day  the  application  is  received.  Do  you  issue  very  many 
policies  without  the  inspection  report,  and  then  in  the  meantime 
have  an  unfavorable  inspection  report  come  up? 

Mr.  Grimes:  Mr.  Appleby  misunderstood  my  remark.  The 
remark  I  made  was  that  the  average  policy  should  be  issued  and 
sent  out  the  same  day.  Mr.  Dunlap's  remark  indicated  that  it 
could  be  done.  I  want  to  say  that  nearly  all  policies  are  written 
and  issued  the  same  day  we  receive  the  applications.  Of  course 
they  have  to  be  registered  and  that  takes  some  time.  Eliminating 
registration  I  should  say  80  per  cent  of  them  would  go  out  the 
same  day. 

THE  POLICY  EXHIBIT 

PROPER  CLASSIFICATION  OF  VARIOUS  POLICY   .\DJUSTMEXTS 

Mr.  Fairlie:  The  correct  entries  for  the  various  divisions 
of  the  policy  exhibit  of  the  present  convention  edition  of  the  life 
blank  are  in  some  cases  so  self-evident  as  to  require  no  comment, 
I  have  endeavored  to  include  in  the  following  remarks  mention 
of  any  adjustment  about  which  there  appeared  any  uncertainty, 
however  slight,  with  my  opinion  of  the  proper  treatment  of  it. 

The  only  explanation  of  policy  adjustments  attached  to  the 
exhibit  is  in  regard  to  the  issuance  of  paid-up  and  extended  insur- 
ance in  lieu  of  other  insurance.  In  the  disbursement  schedule 
appears  the  item  of  surrender  values  applied  to  purchase  paid-up 
insurance,  including  presumably  paid-up  term  as  well  as  paid-up 
life  and  endowment.  In  the  policy  exhibit,  however,  as  set  forth 
in  the  footnote,  the  termination  of  a  policy  for  its  non-forfeiture 
value  is  to  be  regarded  not  as  a  surrender  but  as  a  transfer,  although 
paid-up  additions  purchased  by  dividends  would  be  included  among 
the  new  issues.  Paid-up  life  or  endowment  insurance  issued  as  a 
non-forfeiture  value  remains  in  general  under  the  same  classi- 
fication as  the  original  policy,  the  only  entry  in  consequence 
being  among  the  decreases  for  the  amount  terminated.     If  the 
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non-forfeiture  benefit  is  extended  insurance  for  the  original  face 
amount  it  would  appear  as  a  transfer  from  life  or  endowment  to 
term  except  in  those  infrequent  cases  where  the  original  policy  is 
already  term.  The  same  treatment  applies  to  the  amount  con- 
tinued in  force  in  case  there  is  a  reduction  on  account  of  indebted- 
ness or  otherwise,  the  amount  terminated  being  shown  as  a  decrease. 

Policies  may  provide  by  their  terms  for  amounts  of  insurance 
varying  with  the  policy  year,  or  a  policy  may  be  reissued  for  a 
different  amount  from  the  original.  The  amount  of  the  change 
should  then  be  shown  as  an  increase  or  decrease,  such  entries,  of 
course,  not  affecting  the  number  of  pohcies.  Similar  treatment 
would  apply  where  the  number  of  policies  changes  while  the  amount 
of  insurance  remains  the  same,  as,  for  example,  when  a  term  policy 
is  exchanged  for  two  or  more  policies  or  when  a  joint  policy  is 
transferred  to  separate  policies  on  the  individual  lives. 

I  have  found  annual  statements  submitted  by  companies  in 
which  the  transfers  shown  did  not  exactly  counterbalance.  That 
this  is  necessar}',  however,  is  indicated  by  the  blocking  out  of  the 
corresponding  spaces  in  the  totals  columns  of  the  exhibit.  Adjust- 
ments, as  in  some  of  the  cases  already  mentioned,  may  be  necessary 
under  the  other  items,  but  the  deductions  by  transfer  should  in 
all  cases  agree  with  the  additions. 

During  the  contestable  period  the  death  benefit  may  be  lower 
under  certain  circumstances  such  as  suicide,  change  of  occupation, 
etc.,  than  the  face  amount  as  carried  in  the  policy  exhibit.  It  might 
be  argued  that  as  the  settlement  is  in  accordance  with  the  terms 
of  contract  the  actual  payment  alone  should  be  shown  as  a  death 
claim,  the  difference  being  reported  as  a  decrease.  The  policy 
exhibit,  however,  is  primarily  to  show  the  method  of  termination 
rather  than  to  reflect  the  financial  transaction,  and,  in  my  opinion, 
the  full  amount  should  be  included  among  the  terminations  by 
death,  this  also  applying  clearly  to  compromises. 

It  occasionally  happens  that  a  policy  may  be  taken  up  by  a 
company  during  the  contestable  period  on  account  of  misrepre- 
sentation or  fraud  in  the  application,  the  premiums  in  general 
being  returned  to  the  apphcant.  This  has  been  treated  by  some 
companies  as  a  surrender,  the  premium  returned  being  considered 
as  a  special  surrender  value.  The  effect,  however,  is  the  same  as 
if  the  application  had  been  rejected  by  the  company  before  issuance 
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of  the  policy  or  Llic  policy  refused  by  ihe  applicant  on  delivery, 
though  in  this  case  under .  compulsion  rather  than  voluntarily. 
It  appears  to  me,  in  consequence,  that  the  cancellation  should  be 
deducted  from  the  new  issues,  if  the  exhibit  be  on  a  paid-for  basis, 
or  included  among  the  "not  takens"  if  on  a  written  basis. 

Policies  may  provide  for  disability  benefits  such  as  remission 
of  premiums,  instalments  for  a  fixed  period,  continuous  instalments 
payable  during  the  life  of  the  insured,  or  instalments  in  the  nature 
of  advances  against  the  face  of  the  policy,  any  unpaid  balance  being 
payable  in  one  sum  on  the  death  of  the  insured.  Among  the 
changes  in  the  convention  edition  of  the  19 15  life  blank  is  the  inser- 
tion in  the  policy  exhibit  of  a  new  item,  termination  "By  dis- 
ability." Also,  among  the  liabilities,  the  present  item  of  "Present 
value  of  amounts  not  yet  due  on  supplementary  contracts  not 
involving  life  contingencies"  is  to  be  followed  by  "Present  value 
of  amounts  incurred  but  not  yet  due  for  total  and  permanent 
disability  benefits."  In  the  report  of  the  Committee  on  Blanks 
the  reason  advanced  for  the  latter  item  is  to  provide  for  reporting 
the  allowance  of  such  disability  benefits  as  remission  of  premiums 
or  piayment  of  instalments.  These  changes  and  the  explanation 
therefor  indicate  the  necessary  entries  when  a  disability  benefit 
becomes  effective.  In  the  case  of  the  "remission  of  premium" 
benefit  the  present  value  of  the  future  premiums  should  be  con- 
sidered as  a  disability  disbursement  in  the  financial  statement, 
but  no  change  would  be  shown  in  the  policy  exhibit,  although  the 
insurance  would  thereafter  be  included  among  the  paid-up  insur- 
ance added  as  a  footnote  to  the  exhibit.  In  the  case  of  the  fixed 
or  continuous  instalment  benefits  the  full  amount  of  the  policy 
would  be  reported  among  the  terminations  by  disability,  while 
the  benefit  shown  in  the  financial  statement  would  be  for  the  com- 
muted value  of  the  instalments.  Where  the  instalments  are 
merely  advances  against  the  sum  insured,  the  successive  instal- 
ments to  the  insured  would  be  shown  among  the  terminations  by 
disabiUty  and  the  balance  paid  at  death  among  the  death  claims. 
With  this  last  benefit  the  insurance  outstanding  at  any  time  would 
be  included  among  the  totals  of  paid-up  insurance. 

Other  points  of  uncertainty  will  doubtless  have  occurred  in  the 
experience  of  other  members  but  the  foregoing  may  serve  as  sug- 
gestions of  how  to  deal  with  some  of  those  to  be  encountered. 


82  Informal  Discussion  [November 

Mr.  Stein:  There  is  one  point  upon  which  ]\Ir.  Fairlie  has 
not  touched  and  about  which  I  should  Uke  to  have  some  informa- 
tion. If  a  policy  is  issued  in  place  of  a  term  policy,  under  the 
conversion  feature,  it  has  been  the  custom  of  our  company,  if  the 
new  policy  retains  the  original  age  and  date  of  issue,  to  consider 
it  as  a  transfer;  whereas  if  the  policy  is  issued  as  of  the  present 
date  we  consider  it  as  a  new  issue  and  the  term  policy  as  a  termina- 
tion.    May  I  ask  if  this  view  is  correct  ? 

Mr.  Fairlie:  Personally  it  would  be  my  opinion  that  each 
of  those  cases  should  be  included  as  a  transfer. 

Mr.  Nitchie:  Mr.  FairUe,  I  should  like  to  ask  one  question 
in  connection  with  the  subject  of  the  statement  forms.  Mr. 
Murphv,  in  his  paper  before  the  Actuarial  Society  says:' 

Item  No.  9.  Surrender  values  applied  to  purchase  paid-up  insurance 
and  annuities. 

This  account  should  be  credited  and  the  similar  disbursement  item 
(No.  9)  should  be  debited  only  in  case  the  paid-up  insurance  or  annuity 
granted  is  a  new  contract  entirely  independent  of  the  surrendered  con- 
tract. If  paid-up  or  extended  insurance  is  granted  upon  lapse  as  a 
non-forfeiture  provision,  no  bookkeeping  entry  should  be  made.  Other- 
wise the  premium  and  surrender  value  accounts  would  be  padded  and 
render  comparisons  between  different  companies'  accounts  with  regard 
to  new  business  and  surrenders  invalid.  This  is  in  accordance  with  the 
requirement  that  in  the  exhibit  of  policies,  the  paid-up  or  extended 
msurance  so  granted  should  not  be  included  in  the  new  busmess. 

Is  that  your  understanding  ? 

Mr.  Fairlie:  Mr.  Murphy  apparently  considers  that  no 
entries  should  be  made  in  the  financial  statement  for  transactions 
involving  merely  the  allowance  of  non-forfeiture  values.  Per- 
sonalh'  1  have  construed  the  blank  as  requiring  cross-entries  in 
such  cases,  though  I  have  never  considered  such  items  as  desirable 
in  the  statement.  In  this  connection  it  is  interesting  to  note  that 
the  proposed  life  disbursement  schedule  now  being  drafted  by  the 
Committee  on  Blanks  omits  in  its  present  tentative  form  the  item 
in  question  from  the  payments  to  policy  holders. 

Mr.  Nitchie:  Where  it  is  simply  the  carrying  out  of  the 
non-forfeiture  feature,  you  expect  to  have  the  net  reserve  on  that 
paid-up  policy  entered  in  both  sides  of  the  statement.     I  have  so 
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understood  the  department  reciuirement,  but  I  inferred  from 
Mr.  Murphy's  paper  that  it  applies  only  to  a  case  of  the  purchase 
of  a  paid-up  policy. 

Mr.  Fairlie:  In  making  up  a  financial  statement  I  have 
always  worked  on  that  basis. 

Mr.  Nitchie:  At  one  time  some  of  the  companies  padded 
their  statements  with  that  item;  I  can  remember  being  told  that 
the  routine  in  one  of  the  large  ofl&ces  was,  upon  issuing  a  paid-up 
policy,  to  take  a  cash  receipt  for  the  surrender  value  of  the  old 
policy,  entering  the  paid-up  policy  as  new  business.  Yet,  I  judge 
that  the  practice,  and  possibly  the  requirement,  of  some  of  the 
insurance  departments,  must  be  as  stated  in  Mr.  Murphy's  paper. 
Would  it  not  be  well  for  the  departments,  in  this  and  other  cases, 
where  there  is  a  question  of  doubtful  interpretation,  to  send  specific 
instructions  with  the  annual  statement  blank? 

Mr.  Fairlie:  Yes,  there  are  a  number  of  explanations  that 
might  very  well  be  presented. 

Mr.  Beckett:  Almost  all  insurance  departments  now  require 
the  exhibits  of  policies  to  be  made  on  a  paid-for  basis.  Of  course 
the  account  from  which  the  exhibit  is  prepared  must  be  kept  on 
the  issued  basis.  The  paid-for  exhibit  is  then  prepared  by  adding 
"Policies  issued  but  not  paid  for  at  the  end  of  the  previous  year" 
to  "Issued  during  the  year"  and  deducting  the  "Not  taken 
policies"  and  also  "Policies  issued  but  not  paid  for  at  the  end 
of  the  current  year."  It  must  be  borne  in  mind  that  defini- 
tions and  instructions  in  this  discussion  are  based  upon  this 
theory. 

It  is,  of  course,  true  that  there  are  cases  where  difference  of 
opinions  in  reference  to  classification  might  exist.  The  purpose 
of  this  discussion  is  to  present  a  workable  plan  which  is  believed 
to  be  in  harmony  with  the  spirit  and  intent  of  the  uniform  report 
blank  and  one  which  can  be  carried  on  without  confusion. 

I.  At  the  end  of  previous  year:  The  totals  should  agree  with 
"Outstanding  end  of  year"  of  the  annual  statement  of  the  previous 
year.  The  valuation  sheets  are  usually  on  a  written  basis  and 
adjusted  in  a  summary  to  a  paid-for  basis.  After  adjustment  the 
total  amount  of  insurance,  as  classified  in  the  exhibits  of  policies, 
on  the  valuation  sheets  should  agree  with  the  exhibits  of  policies 
on  a  paid-for  basis. 
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2.  Issued  durinp;  the  year:  It  is  intended  that  bona  fide  new 
business  only  should  l)e  included  under  this  heading. 

Includes — 

a)  Regular  new  issues. 

b)  Paid-up  additions  purchased  by  annual  or  deferred 
dividends. 

c)  New  policies  issued  in  exchange  for  other  policies, 
provided  the  change  is  made  within  the  same  cal- 
endar year  and  also  such  changes  made  when  the 
end  of.  a  calendar  year  does  intervene,  provided  no 
premium  payment  has  been  made  on  the  original 
policy. 

If  a  policy  is  exchanged  before  any  premium  payment  has  been 
made,  the  original  policy  would  be  terminated  as  not  taken  and 
the  new  policy  entered  as  issued  during  the  year.  If,  however,  a 
policy  were  issued  in  one  calendar  year  and  the  premium  paid  and 
the  policy  is  returned  for  cancellation  and  the  premium  returned 
during  the  following  calendar  year,  it  could  not  appear  as  not 
taken,  for  the  reason  that  it  had  appeared  in  the  paid-for  exhibit 
at  the  end  of  the  year. 

3.  Revived  during  the  year:  A  revived  policy  is  one  that  has 
been  restored  after  having  previously  appeared  as  "terminated" 
in  the  exhibits  of  policies.  Policies  which  have  terminated  and 
been  restored  within  the  same  calendar  year  can  be  omitted  in  the 
summary  if  desired. 

4.  Increase  during  the  year:  An  increase  is  a  change  made 
whereby  the  number  of  policies  or  amount  of  insurance  has  been 
increased. 

Includes — 

a)  Mortuary  additions. 

b)  Return-premium  additions. 

c)  Reinstatement  from  extended  term  insurance  when 
the  sum  insured  during  the  extended  term  has  been 
reduced  on  account  of  indebtedness,  but  restored 
upon  reinstatement  to  either  the  full  amount  of  the 
policy  or  to  an  amount  in  excess  of  the  amount 
insured  during  the  extended  term  period. 
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Increase  changes  made  before  a  premium  payment  has  been 
made  on  the  original  poHcy  could  be  entered  as  not  taken  and  as 
issued  during  the  year  if  desired.  This  treatment  would  be  in 
harmony  with  c)  of  No.  2. 

6-7.  Transfers,  additions,  and  defjuctions:  A  transferred  policy' 
is  one  which  has  been  changed  in  such  a  manner  as  to  change  its 
classification  from  one  to  another  of  the  three  general  divisions  of 
'"Whole  Life,"  "Endowment,"  "Term  and  Others." 

Since  the  rules  and  regulations  given  in  this  discussion  con- 
template showing  the  actual  transactions  for  the  year  as  accurately 
as  possible  on  a  paid-for  basis,  it  is  recommended  that  only  changes 
of  the  foregoing  character,  made  after  premium  payment  has  been 
made  on  the  original  policy,  be  included.  If  such  a  change  is  made 
before  a  premium  payment  has  been  made  on  the  original  policy, 
the  original  policy  would  be  terminated  as  not  taken  and  the  new 
policy  entered  as  issued  during  the  year. 

It  might  be  well  to  remark  that  addition  and  deduction  trans- 
fers should  always  balance. 
Includes — 

a)  Convertible  term  policies  changed  to  life  or  endow- 
ment. 

b)  Life    and    endowment    policies    continuing    under 
e.xtended  insurance. 

c)  Policies  reinstated  from  extended  insurance. 

d)  All  life,  endowment,  or  term  policies  transferred  to 
other  forms. 

9.  Totals  after  transfers.     The  algebraic  sum  of  5  and  6. 

10.  By  death:  A  policy  terminates  by  death  whenever  the 
fact  of  death  has  been  reported  as  having  occurred  while  the  policy 
is  included  in  the  exhibits  of  policies.  If  a  claim  is  reported  and 
later  paid  after  a  policy  has  been  "terminated,"  the  policy  must 
be  reinstated  in  line  No.  3  and  termiinated  by  death. 

The  deductions  on  account  of  terminations  by  death  must 
be  for  the  face  amount  of  the  policy  and  all  additions,  the  deduc- 
tions being  made  under  the  appropriate  column  or  columns  of  the 
exhibits  of  policies,  so  as  to  include  all  such  additions  as  guaranteed 
paid-up  additions,  mortuary  or  return-premium  additions,  or 
additions  purchased  b\-  dividends. 
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io|.  By  disability:  There  are  various  forms  of  termination 
by  disability,  as  for  example: 

a)  The  policy  holder  elects  to  have  the  face  of  the  policy  paid 
in  instalments  certain  to  the  end  of  the  period  during  which  the 
instalments  are  payable.  In  this  case  the  deduction  in  the  exhibit 
would  be  for  the  face  of  the  policy. 

b)  The  policy  holder  elects  to  receive  instalment  settlements, 
but  the  instalments  paid  are  advances  against  the  face  of  the  policy. 
In  this  case  the  instalments  as  they  are  paid  would  be  deductions 
by  disability. 

c)  The  policy  holder  elects  to  have  the  company  pa}'  the  pre- 
miums on  the  policy  but  the  premium  payments  are  not  advances 
against  the  policy.     In  this  case  no  deduction  would  be  made. 

Under  either  b)  or  c)  the  insurance  outstanding  would  be 
reported  among  the  totals  of  paid-up  insurance. 

1 1 .  By  maturity:  A  policy  is  terminated  by  maturity  whenever 
the  reserve,  at  the  time  of  termination,  is  equal  to  the  amount  of 
insurance  provided  in  the  policy. 

Many  participating  ordinary  life  and  limited-payment  life 
policies  contain  accelerative  endowment  options  providing  that, 
whenever  the  reserve  on  the  original  policy,  taken  together  with 
the  value  of  dividends  left  to  accumulate  at  interest,  or  the  cash 
value  of  paid-up  additions  purchased  by  dividends,  is  together 
equal  to  the  face  of  the  policy,  the  policy,  at  the  option  of  the 
policy  holder,  shall  mature  as  an  endowment.  The  termination 
of  a  policy  under  such  an  option  would  not  be  by  maturity  but 
as  a  surrender. 

12.  By  expiry:  A  policy  is  terminated  by  expiry  if  it  is  a  term 
policy  and  has  reached  the  end  of  its  term,  provided  there  is  no 
policy  provision  for  keeping  it  in  force  other  than  by  reinstatement 
or  conversion. 

Includes — 

a)  Extended  term  insurance  expiring. 

b)  Non-renewable  term  policies  at  the  end  of  the  term 
period. 

Under  this  definition,  renewable  term  policies  terminating 
at  the  end  of  any  term  period  would  not  be  included  but  would 
be. terminated  by  lapse. 


19 1 5]  Informal  Discussion  87 

13.  By  surrender:  A  policy  terminates  by  surrender  whenever 
it  is  surrendered  for  a  cash  consideration. 

Includes — 

a)  Policies  surrendered  for  cash  value. 

b)  Policies  terminated  under  policy  loans  when  the 
balance  of  the  reserve,  if  any,  is  paid  in  cash. 

c)  Mortuary  additions  and  paid-up  additions  on  sur- 
rendered policies. 

d)  Mortuary  additions  and  paid-up  additions  dis- 
continued and  surrendered  for  a  cash  consideration, 
although  the  policy  in  connection  with  which  they 
were  issued  is  continued. 

Paid-up  additions  for  the  current  year  previously  credited 
which  the  policy  holder  has  elected  not  to  take  but  elects  to  apply 
the  dividends  in  accordance  with  a  different  option  should  be 
included  here  if  the  value  of  the  paid-up  additions  is  paid  in  cash. 

Policies  terminated  within  the  contestable  period  but  before 
they  have  a  cash  surrender  value  and  the  premium  payments  made 
to  return  to  the  insured,  as  for  example  on  account  of  misrepre- 
sentation, could  justifiably  be  terminated  by  lapse.  Also  policies 
issued  and  paid  for  but  returned  and  canceled  at  short-term  rate 
before  the  end  of  the  period  for  which  premium  payment  was  made. 

While  there  might  be  some  difference  of  opinion,  it  would  not 
appear  to  me  to  be  advisable  to  include  policies  terminating  with 
a  loan  outstanding,  which  is  canceled,  thereby  reducing  the  amount 
of  paid-up  insurance  or  the  term  of  extension.  The  first  instance 
would  be  a  decrease  and  the  second  a  transfer.  The  exhibit  of 
policies  is  kept  so  as  to  show  the  method  of  termination  rather  than 
the  financial  transaction. 

14.  By  lapse:  A  policy  terminates  by  lapse  whenever  the  termi- 
nation is  caused  by  the  failure  of  a  policy  holder  to  pay  a  renewal 
or  deferred  first-year  premium,  provided  the  policy  has  no  sur- 
render value. 

Includes — 

a)  Terminations  of  policies  having  no  surrender  values 
excepting  cases  under  No.  12  and  Xo.  16. 

b)  Mortuary  additions  discontinued,  provided  they  do 
not  have  a  surrender  value. 

c)  Renewable  term  policies  terminating  at  the  end  of 
term  periods  on  account  of  failure  to  renew. 
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15.  By  decrease:    A  decrease  is  a  change  made  whereby  the 
number  of  policies  or  amount  of  insurance  is  decreased. 
Includes — 

a)  Policies  canceled  and  reissued  for  policies  of  the  same 
kind  but  for  smaller  amounts  whenever  the  new 
policy  is  dated  back  to  the  date  of  the  original  policy. 

b)  Policies  surrendered  for  paid-up  insurance  for  a 
smaller  amount  than  the  face  of  the  policy 

c)  Extended  term  insurance  granted  for  less  amount 
than  the  face  of  the  policy,  the  decrease  being  made 
before  the  transfer  is  entered. 

16.  Not  taken:    A  not-taken  policy  is  one  which  at  the  time 
of  termination  has  had  no  premium  payments  made  on  it. 
Includes — 

a)  Regular  new  business  issued  but  not  taken  by  the 
insured. 

b)  Policies  terminated  in  exchange  for  other  policies 
under  the  conditions  described  in  c)  of  No.  2. 

[The  foregoing  remarks  by  Mr.  Beckett  were  prepared  for  this 
meeting  and,  owing  to  his  absence,  were  presented  to  the  editor 
in  manuscript  form.] 

PRACTICAL  TREATMENT  OF  OVERWEIGHTS  AND 
UNDERWEIGHTS 

PROPER  INSTRUCTIONS  TO  BE  GIVEN  AGENTS  .\ND  REGUL.A- 
TIONS  TO  BE  ADOPTED  IN  ACCEPTING  RISKS 

]\Ir.  Sigtenhorst:  My  interpretation  of  "practical  treat- 
ment" of  anything  connected  with  life  insurance  is:  safety,  first 
of  all,  and  reliability  of  data  upon  which  we  base  our  calcu- 
lations. Treatment  of  overweights  and  underweights  depends 
entirely  on  our  knowledge  derived  from  mortality  statistics  per- 
taining to  this  class,  and  I  shall,  therefore,  confine  myself  to  dis- 
cussing the  medico-actuarial  height  and  weight  tables  as  a  measure, 
and  the  only  measure  we  have,  to  guide  us  in  the  underwriting  of 
overweights  and  underweights. 

The  mortality  ratios  according  to  height  and  weight  show 
conclusively  that  deviation  from  normal  weight  of  insured  lives 
has  a  distinct  influence  on  mortaUty,  regardless  of  other  associated 
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factors  tending  to  impair  the  same  risk;  and  since, in  order  to 
underwrite  substandard  business  successfully,  it  is  necessary  that 
each  form  of  impairment  in  the  same  risk  be  separately  analyzed 
and  its  effect  on  longevity  estimated,  it  is  necessary  that  we  have 
some  measure  by  which  to  estimate  extra  mortality  due  to  devia- 
tion from  normal  weight  as  a  separate  factor  to  insure  a  safe 
and  practical  treatment  of  overweights  and  underweights.  The 
medico-actuarial  height  and  weight  tables  by  no  means,  however, 
give  mortality  ratios  according  to  height  and  weight  alone.  They 
give  morality  ratios  according  to  height  and  weight  of  all  con- 
tributed business  accepted  by  the  various  companies  at  their 
standard  premium  rates  and  include  risks  with  family  history  of 
tuberculosis,  family  history  of  apoplexy,  and  other  factors  which 
in  themselves  have  a  distinct  influence  on  mortality.  For  these 
reasons  it  is  impracticable  to  base  any  calculations  for  over-  or 
undersveights  on  these  tables.  By  comparing  the  various  tables, 
however,  we  may  observe  some  interesting  facts  which  may  mate- 
rially help  in  determining  which  course  to  pursue  in  the  treatment 
of  over-  and  underweights.  Taking  average  weight  group,  ages 
at  issue  from  30  to  50,  we  find  a  mortality  ratio  of  107  per  cent 
for  the  first  ten  policy  years  against  a  mortality  ratio  of  93  per 
cent  for  ages  20  to  40  at  issue  for  the  second  ten  policy  years,  which 
would  indicate  that  mortality  relatively  improves  with  the  duration 
of  the  policy  in  spite  of  the  lapse  at  the  earher  years.  The  same, 
however,  in  a  smaller  degree,  is  the  case  with  the  corresponding 
groups  of  weights  —35  to  —45  pounds,  giving  a  mortality  ratio  of 
108  per  cent  and  100  per  cent  respectively.  The  opposite  is  true 
of  the  corresponding  groups  of  weights  +35  to  +45  pounds,  gi\'ing 
a  mortality  ratio  of  130  per  cent  and  142  per  cent  respectively, 
indicating  that  mortality  relatively  increases  with  duration  of 
policies. 

It  is  worthy  to  note  that  the  mortality  among  lightweights, 
which,  as  is  generally  understood,  improves  with  duration  of 
policies,  show  an  almost  constant  mortality,  which  might  have 
been  brought  about  through  certain  factors  offsetting  the  natural 
mortality  tendency  of  lightweights  or  extreme  selection. 

The  mortality  ratios  for  overweights  show  another  peculiarity. 
Comparing  the  mortality  ratios  of  different  ages  at  issue  in  the 
same  overweight  groups,  it  will  be  noted  that  the  younger  ages 
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give  a  more  favorable  mortality  ratio  than  the  older  ages  at  such 
periods  when  the  attained  ages  are  the  same.  The  opposite, 
however,  would  logically  be  expected.  If  a  young  man  of  age  30 
starts  out  with  say  45  pounds  overweight,  it  is  reasonable  to  assume 
that  as  he  grows  older  his  overweight  becomes  greater  in  number  of 
pounds,and,therefore,themortalityheavierat  thesameattainedage 
than  a  man  starting  out  with  45  pounds  overweight,  say,  at  age  50. 

I  have,  thus  far,  seemingly  not  touched  the  subject  assigned 
me  for  discussion.  The  fact  is,  however,  that  I  wish  to  bring 
out  that  "practical  treatment  of  overweights  and  underweights'' 
is  out  of  the  question,  especially  for  young  companies,  since  the 
only  statistics  we  have  cannot  be  used  in  their  present  form  to  com- 
pute extra  premiums,  liens,  etc.  I  wanted  to  bring  this  out  in 
view  of  the  fact  that  the  same  subject  has  been  brought  up  so 
often  since  the  publication  of  the  medico-actuarial  investigation 
and  to  point  out  the  danger  of  young  companies  engaging  in  the 
underwriting  of  overweights  and  underweights  as  a  substandard 
class  and  using  the  medico-actuarial  height  and  weight  tables  as 
their  guide. 

Mr.  Portch:  With  reference  to  instructions  to  agents  in 
regard  to  height  and  weight,  I  am  in  favor  of  the  simplest  possible 
rules.  I  think  it  is  a  mistake  to  include  in  the  rate  book  an  elabo- 
rate set  of  ratings,  and  expect  the  agent  to  be  guided  by  them. 
My  point  of  view  is  this.  Give  agents  a  simple  rule  that  covers 
the  majority  of  undesirable  cases,  and  the  rule  will  be  so  impressed 
that  you  will  prevent  the  solicitation  of  some  of  such  cases — the 
percentage  of  effectiveness  depending  upon  the  quality  of  the 
agents.  But  give  your  agents  an  elaborate  set  of  ratings  and 
practically  no  attention  will  be  paid  to  them.  Their  only  real 
value  will  be  to  furnish  good  authority  for  the  company  in  collect- 
ing the  medical  fee  from  the  agent. 

I  think  this  stand  can  readily  be  justified.  The  value  of  an 
elaborate  set  of  ratings  is  entirely  dependent  upon  the  agent 
obtaining  or  estimating  the  exact  height  and  weight  of  his  prospect. 
We  cannot  expect  an  agent  to  do  this.  The  most  we  can  expect 
is  that  he  will  not  solicit  a  prospect  whose  appearance  indicates 
marked  overweight  or  underweight. 

Then  again  such  an  elaborate  table  of  ratings  is  entirely  too 
inelastic  to  be  applied  by  anyone  save  a  person  trained  in  the 
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medical  selection  of  risks.  For  example,  although  there  are  no 
supporting  statistics,  I  believe  that  a  company  would  be  justified 
in  considering  active  working  farmers  who  are  overweight,  even 
though  it  would  decline  persons  in  sedentary  occupations  who  show 
the  same  degree  of  overweight.  Again  an  underweight  with 
a  clear  personal  and  family  record  cannot  be  considered  in  the 
same  class  as  a  man  of  the  same  degree  of  underweight  but  with 
even  a  slight  consumptive  family  taint — yet  an  agent  working 
with  these  tables  will  probably  not  have  the  data,  even  if  he  has 
the  scientific  knowledge,  to  enable  him  to  discriminate  between 
them. 

It  is  therefore  my  opinion  that  to  include  an  elaborate  table  of 
ratings  on  this  subject  in  your  instructions  to  agents  is  under  usual 
circumstances,  an  injustice  both  to  your  agency  force  and  to 
prospective  applicants. 

I  am  inclined  to  favor  a  simple  rule  something  like  this: 

Ovenveight:  Applications  must  not  be  written  on  persons  more  than 
30  pounds  over  the  standard  weight.  Trial  applications  may,  however, 
be  submitted  in  such  cases. 

Underweight:  The  fact  that  an  applicant  is  somewhat  under  the 
standard  weight  will  not.  in  general,  be  considered  an  objectionable 
feature  provided  the  risk  is  otherwise  first  class.  In  cases  where  the 
variation  from  standard  weight  is  extreme,  or  where  the  applicant  shows 
a  bad  personal  or  family  histor>'  in  connection  with  underweight,  this 
feature  wiD  receive  special  consideration. 

I  believe  that  such  a  rough-and-read\'  rule  will  be  much  more 
effective  in  preventing  the  solicitation  of  undesirable  risks,  and 
will  cause  less  dissatisfaction  among  agents  and  applicants  than 
the  more  elaborate  and  more  scientific  rules. 

Perhaps  I  might  explain  why  I  fixed  upon  30  pounds  as  the 
limit  in  this  rule.  I  think  if  you  will  take  the  table  given  in  the 
M.A.  report  you  will  find  that  the  line  for  30  pounds  overweight 
excludes  but  few  desirable  classes  and  includes  fewer  undesirable 
classes  than  a  line  drawn  at  any  other  fLxed  number  of  pounds. 
This  is  more  clearly  shown  if  ]Mr.  Little's  table  is  used.  Perhaps 
it  should  be  said  that  I  have  considered  the  limit  of  desirabiUty 
as  about  115  per  cent  or  120  per  cent  mortality. 

With  reference  to  the  practical  treatment  of  this  class  of  risks 
in  the  home  oflfice  medical  department,  I  have  little  to  say. 
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At  our  last  meeting,  I  outlined  what  I  considered  to  be  the  best 
course  for  a  small  company  to  adopt  in  this  matter  {Record,  No.  9, 
p.  105),  and  I  have  had  no  reason  to  change  my  views,  although 
I  know  that  several  actuaries  whose  opinions  I  highly  respect  do 
not  agree  with  me.  In  fact  my  views  on  this  subject  have  beeen 
materially  strengthened  by  the  investigation  of  the  incidence  of 
mortahty  in  certain  substandaid  classes  as  reported  by  Mr.  Moir 
at  the  last  meeting  of  the  American  Life  Convention.  I  think  a 
study  of  Mr.  Moir's  figures  will  illustrate  the  dangers  inherent 
in  this  class  of  business  even  where  the  volume  is  considerable. 

On  the  other  hand,  if  I  were  connected  with  a  large  company 
that  actively  operated  a  substandard  division,  I  should  accept 
overweights  and  underweights  within  reasonably  wide  ranges. 
The  basis  of  extra  ratings  would  be  the  M.A.  results  with  modi- 
fications for  the  influence  on  those  results  of  the  method  adopted 
in  preparing  them.  A  table  of  ratings  obtained  by  slavishly 
following  these  results  would  be  dangerous.  Furthermore,  in  the 
case  of  overweights,  it  would  seem  hardly  probable  that  ratings 
should  be  made  upon  the  basis  of  an  extra  mortality  that  is  a  per- 
centage level  throughout  the  table,  but  rather  on  the  basis  of  an 
extra  mortality  that  increases  gradually  to  some  certain  age  and 
remains  level  thereafter  to  the  end  of  the  table. 

Mr.  Mead:  I  shall  limit  what  I  have  to  say  on  the  subject  of 
overweights  and  underweights  to  some  of  the  points  raised  by 
Messrs.  Sigtenhorst  and  Portch. 

Mr.  Sigtenhorst,  it  seems  to  me,  shows  undue  alarm  as  to 
the  composition  of  our  material.  He  places,  too  great  stress 
upon  the  importance  of  impairments  other  than  over-  or 
underweight  entering  into  our  material.  While  it  is  reasonable 
to  suppose  that  impairments  of  greater  or  less  importance  exist 
in  the  build  data,  particularly  in  the  groups  not  far  removed  from 
normal,  this  very  feature  renders  the  results  all  the  safer  as  a  guide, 
and  with  the  danger  signals  afforded  by  the  investigation  we  are 
now  in  a  better  position  to  exclude  from  our  standard  risks  classes 
that  tend  to  produce  high  mortality.  Furthermore,  as  we  reach 
the  weight  groups  that  are  farther  removed  from  the  normal  we 
may  rest  assured  that  the  proportion  of  other  impairments  decreases 
and  hence  great  caution  must  be  exercised  in  selecting  overweights 
at  all  ages  and  underweights  particularly  at  the  younger  ages. 
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The  suggestion  of  !Mr.  Sigtenhorst  that  the  data  in  regard  to 
build  cannot  in  their  present  form  be  used  to  compute  extra  pre- 
miums or  liens  implies  a  mistaken  notion  of  the  method  of  use  of 
such  tables  which,  in  my  opinion,  are,  for  the  most  part  to  be 
applied  with  judgment  to  measure  the  relative  mortality  of  special 
classes  of  risks  as  compared  with  standard  risks. 

There  is  a  danger  too  of  taking  isolated  groups  and  basing 
deductions  upon  them.  We  should  rather  take  the  graduated  data 
of  our  entire  material  and  base  conclusions  upon  them.  In  this 
manner  the  accidental  deviations  due  to  limited  data  are  eliminated. 

Mr.  Portch  raises  the  question  as  to  the  nature  of  instruction 
to  agents  in  regard  to  the  treatment  of  weight  cases.  The  com- 
pany with  which  I  am  connected  has  been  using  what  might  be 
termed  quite  elaborate  instructions  in  regard  to  such  cases  and 
with  such  results  that  we  see  no  indications  of  a  desirability  to 
simplify  them.  I  have  had  experience  with  both  simple  and 
more  elaborate  instructions  in  this  respect,  and  my  observ-ation 
is  that  the  agent  is  as  likely  to  follow  the  latter  as  the  former, 
possibly  more  so,  as  the  more  detailed  instructions  seem  to  empha- 
size the  importance  of  the  subject.  Our  weight  limits  are  prepared 
on  the  basis  that  they  apply  to  strictly  first-class  risks  in  everj^ 
particular,  with  the  proviso  that  if  another  impairment  exists, 
the  rating  will  be  adjusted  accordingly.  Furthermore,  my  ob- 
servation is  that  companies  in  general  presenting  simple  in- 
structions as  to  weight  limits  and  not  making  a  practice  of 
issuing  any  policies  with  extra  ratings  are  quite  frequently  prone 
to  accept  occasional  risks  beyond  these  limits  for  standard  policies, 
where  as  companies  making  a  practice  of  charging  extra  ratings 
would  assess  the  risks  accordingly.  It  seems  to  me  that  the  position 
of  the  latter  companies  is  to  be  preferred  to  that  of  the  former. 

Again,  it  should  be  recalled  that  the  risks  entering  into  build 
groups  were  all  accepted  as  standard  and  a  high  mortalit\-  was 
e.xperienced  among  overweights  in  spite  of  careful  selection,  as 
pointed  out  by  the  committee.  It  is  a  safe  assertion  that  all 
companies  that  have  been  operating  a  number  of  years  have  on 
their  books  overweights  at  standard  rates  upon  which  an  excessive 
mortality  is  being  experienced.  Would  not  the  position  of  those 
companies  be  stronger  if  these  risks  were  paying  adequate  and 
equitable  rates  to  provide  for  the  extra  mortaUty  ? 
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SYNOPSIS   OF   MINUTES   OF   THE   MEETING   OF   THE 

INSTITUTE,  NOVEMBER  ii  AND  12,  1915,  AT  THE 

HOTEL  LA  SALLE,  CHICAGO 

The  meeting  convened  al  ii:oo  a.m.,  November  11  and  roll 
call  was  responded  to  by  the  following: 


AUstrom 

Anderson 

Appleby 

Arnold 

Bowerman 

Burton 

Buttolph 

Campbell 

Carr 

Carter 

Cathles 

Coit 

Beach 

Beecher 

Bishop 


FELLOWS 

Corbett 

Phillips 

Dunlap 

Portch 

Fairlie 

Rietz 

Gould 

Seitz 

Homans 

Sigtenhorst 

Hyde 

Stein 

Kime 

Stookey 

Mead 

Vail 

Morris 

Vineberg 

Nitchie 

Webb 

Pattison 

Wilbur 

ASSOCL\TES 

Phelps 

Stayman 

Scott 

Strudell 

CONTRIBUTING  MEMBERS 


American  Bankers  Life  Ins.  Co. 
Central  Life  Ins.  Co.  of  111. 
Central  States  Life  Ins.  Co.  of  Mo. 
Columbia  Life  Ins.  Co. 
Federal  Life  Ins.  Co. 
Forrest  City  Life  Ins.  Co. 
Geo.  Washington  Life  Ins.  Co. 
Guardian  Life  Ins.  Co. 
IlUnois  Life  Ins.  Co. 
Indianapolis  Life  Ins.  Co. 
Kansas  City  Life  Ins.  Co. 
LaFayette  Life  Ins.  Co. 
Lincoln  National  Life  Ins.  Co. 
Missouri  State  Life  Ins.  Co. 


National  Life  Ins.  Co.  of  U.S.A. 
North  American  Life  Ins.  Co. 
Northwestern  National  Life  Ins.  Co. 
Ohio  National  Life  Ins.  Co. 
Old  Line  Life  Ins.  Co. 
Peoria  Life  Ins.  Co. 
Pittsburgh  Life  and  Trust  Co. 
Reliance  Life  Ins.  Co. 
Reserve  Loan  Life  Ins.  Co. 
Royal  Union  Mutual  Life  Ins.  Co. 
Security  Life  Ins.  Co.  of  America 
The  Bankers  Reserve  Life  Co. 
U.S.  Annuity  and  Life  Ins.  Co. 
Wisconsin  Life  Ins.  Co. 


The  abstract  of  minutes  printed  in  the  June  number  of  the 
Record  was  accepted  and  reading  of  the  minutes  dispensed  with. 


1915]  Minutes  of  Semiannual  Meeting  95 

Mr.  Rictz  reported  in  behalf  of  the  Educational  Committee  the 
practical  completion  of  the  preparation  of  its  report. 

Mr.  Mead  reported  for  the  Motto  Committee  a  list  of  certain 
suggested  mottoes.  The  Institute  directed  that  a  complete  list 
of  mottoes  be  sent  to  each  member,  and  that  each  member  be 
asked  to  make  a  first,  second,  and  third  choice,  and  that  the  three 
mottoes  receiving  the  largest  number  of  votes  be  the  only  ones  to 
be  considered  further. 

Mr.  Arnold  read  extracts  from  the  report  of  Mr.  Thomson, 
delegate  to  the  World's  Insurance  Congress. 

The  Institute  directed  the  Editor  to  send  out  a  list  of  sugges- 
tions toward  securing  uniformity  of  expression,  notation,  and 
capitalization  in  the  papers  and  discussions  published  in  the 
Record,  and  that  the  members  of  the  Institute  co-operate  with  the 
suggestions. 

After  adjournment  for  lunch,  the  Institute  re-assembled  at 
2:30  P.M. 

The  Secretary  was  instructed  to  express  to  ^Ir.  Beckett  the 
sympathy  of  the  Institute  in  connection  with  the  recent  loss  of  his 
wife. 

On  vote  the  meeting  recommended  to  the  Board  of  Governors 
that  the  annual  meeting  of  1916  be  held  in  Chicago,  and  that  the 
fall  meeting  of  191 6  be  held  in  Cincinnati. 

Then  followed  the  discussion  of  papers  submitted  at  the  spring 
meeting. 

On  motion  the  Institute  voted  to  give  through  the  Secretary 
constitutional  notice  of  an  amendment  to  Article  XI  of  the  Con- 
stitution so  that  the  first  sentence  of  the  Article  should  read  as 
follows: 

Contributing  jNIembers  shall  be  Legal  Reserv^e  Life  Insurance  Com- 
panies applying  for  such  membership  and  elected  thereto  by  a  majority 
vote  of  the  Board  of  Governors. 

The  following  resolution  was  adopted: 

Where.\s,  The  validity  of  the  method  heretofore  followed  in  adopt- 
ing the  various  amendments  to  the  Constitution  of  the  Institute  has  been 
questioned;   and 

Where.as,  All  existing  amendments  to  the  Constitution  were  adopted 
in  good  faith  and  the  procedure  followed  in  adopting  the  same  was  taken 
without  any  objection  and  a\\  of  said  amendments  have  been  acted  upon 
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and  acquiesced  in  without  objection  from  any  member  of  the  Institute; 
and 

Whereas,  It  is  the  desire  of  the  Institute  to  take  such  action  at  this 
time  as  will  eliminate  any  and  all  question  in  the  future  as  to  the  validity 
and  binding  force  of  such  amendments;  now,  therefore  be  it 

Resolved,  That  this  Institute  acknowledges  the  binding  force  of  all 
constitutional  amendments  heretofore  adopted  and  the  Institute  now 
readopts  each  and  all  existing  amendments  made  to  the  Constitution; 
and  be  it  further 

Resolved,  That  from  and  after  the  adoption  of  this  resolution  no 
member  of  the  Institute  shall  be  permitted  to  question  the  regularity  or 
validity  of  the  method  followed  heretofore  in  adopting  any  amendment 
or  amendments  to  the  Constitution. 

Proper  notice  having  been  given  the  Fellows,  Article  VI  of  the 
By-Laws  was  amended  to  read  as  follows: 

Art.  VI.  Amendments.  These  By-Laws  may  be  amended  by  an 
affirmative  vote  of  two-thirds  of  the  Fellows  present  at  any  meeting 
held  at  least  one  month  after  notice  of  such  proposed  amendment  shall 
have  been  mailed  to  each  Fellow  by  the  Secretary. 

On  reassembling  at  10:00  a.m.,  November  12,  the  Institute 
proceeded  with  the  informal  discussion  of  the  subjects  outlined  in 
the  program,  the  entire  morning  session  being  thus  consumed. 

On  the  reassembling  of  the  Institute  at  2:30  p.m.,  Mr.  Arnold 
read  the  report  of  the  Committee  on  New  Mortality  Table  which, 
on  motion,  was  received.  The  Institute  directed  that  the  com- 
mittee be  continued.  On  motion,  Mr.  Buttolph  was  named  as  an 
additional  member,  so  that  the  committee  should  consist  of:  O.  J. 
Arnold,  chairman;  F.  B.  Mead,  A.  G.  Portch,  George  Graham, 
H.  W.  Buttolph. 

The  Institute  then  proceeded  with  further  informal  discussion 
outlined  in  the  program. 

On  motion  it  was  directed  that  a  committee  be  appointed  to 
revise  the  Constitution,  correcting  all  the  inconsistencies  and  meet- 
ing as  nearly  as  possible  the  desires  of  the  Institute,  the  committee 
to  report  at  the  next  meeting  of  the  Institute. 

After  expressing  unanimously  to  the  local  members  and  the 
local  committee  its  appreciation  for  the  arrangement  of  the  pro- 
gram and  the  entertainment  given,  the  Institute  adjourned  at 
5:30  P.M. 
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ADDRESS  OF  THE  PRESIDENT,  MR.  JOSEPH  HOWARD 

NITCHIE 

The  members  of  the  Institute  have  reason  to  be  well  satisfied 
with  its  progress  since  organization;  several  notable  advances  have 
been  made  during  the  past  year. 

One  of  these  steps  is  the  preparation  of  an  Outline  of  Study,  in 
connection  with  the  requirements  for  admission.  At  a  recent 
meeting  of  the  Board  of  Governors  our  very  efficient  Educational 
Committee  presented  an  outline  for  the  Associateship  examina- 
tions only,  which  was  intended  for  publication  before  this  meeting, 
but  when  it  reached  the  printer,  the  committee  had  so  far  progressed 
in  preparing  the  outline  for  the  Fellowship  examinations,  that  the 
original  matter  has  been  held  in  type,  so  as  to  publish  the  whole 
immediately  in  one  pamphlet :  I  understand  that  both  sections  are 
ready  for  presentation,  in  connection  with  the  committee's  report, 
at  this  meeting,  so  that  publication  of  the  entire  outline  will  not 
long  be  delayed. 

Another  important  step  has  been  the  participation  of  the  Insti- 
tute in  the  plans  for  the  New  Mortality  Tables.  At  the  meeting 
in  June  this  subject  was  discussed,  following  closely  after  its  con- 
sideration by  the  Actuarial  Society;  it  has  since  been  a  live  topic 
at  other  recent  conventions.  Most  of  you  have  probably  had 
opportunities  to  follow  these  discussions,  either  by  personal  attend- 
ance or  in  the  published  reports. 

In  explanation  of  one  feature  in  these  reports  I  would  state  that 
early  in  June  I  received  from  Mr.  Arthur  Hunter,  chairman  of  the 
Actuarial  Society's  committee,  several  communications  from  which 
the  following  are  extracts: 

At  the  19 14  meeting  of  the  National  Convention  of  Insurance  Com- 
missioners the  Actuarial  Society  of  America  was  requested  to  construct 
a  New  ^Mortality  Table.  The  Actuarial  Society  in  April  of  the  current 
year  appointed  a  committee  of  seven  Fellows  to  consider  the  subject  and 
to  prepare  plans  of  procedure;  later  a  committee  of  five  department 
actuaries  was  appointed  to  co-operate  with  the  Actuarial  Society.  Our 
committee  has  met  with  the  committee  of  department  actuaries  and  is 
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now  preparing  plans  for  the  construction  of  a  new  table  or  tables.  It  is 
our  purpose  to  confer  with  the  Commissioners'  committee  before  the 
plans  are  finally  adopted,  and  if  it  is  the  pleasure  of  the  American  Insti- 
tute of  Actuaries  to  appoint  a  committee  for  the  purpose  we  shall  be 
glad  to  have  such  committee  attend  the  conference;  in  this  way  a 
general  consensus  of  opinion  will  be  obtained  and  the  best  possible 
results  assured. 

Accompanying  this  was  a  letter  asking  the  attendance  of  our  com- 
mittee at  a  conference  in  New  York  on  Tuesday,  June  22. 

I  immediately  conferred  with  Mr.  Arnold,  whom  I  requested 
to  act  as  chairman,  and  we  communicated  with  Messrs.  Mead  and 
Portch,  who  accepted  appointments  upon  this  committee;  then  I 
w'rote  Mr.  Hunter  expressing  our  appreciation  of  the  courtesy  of 
this  invitation  and  assuring  him  of  our  interest.  An  unavoidable 
detention  prevented  Mr.  Arnold  from  attending  this  conference. 
At  his  suggestion  Mr.  George  Graham  was  added  to  the  committee. 

Messrs.  Mead,  Portch,  and  Graham  attended  the  conference. 
The  committee's  report  to  the  Board  of  Governors  will  be  pre- 
sented to  the  Institute  today,  and  those  of  its  members  who  are 
present  with  us  will,  I  am  sure,  be  ready  to  make  such  further 
report  as  may  seem  necessary,  or  to  answer  such  incjuiries  as  may 
be  propounded.  Mr.  Portch  has  also  sent  me  a  copy  of  the  official 
report  of  the  Commissioners'  Committee  of  Actuaries,  in  which  the 
co-operation  of  the  Institute  is  recognized. 

The  appointment  of  our  committee  was  made  hastily  and  some- 
what informally,  but  was  subsequently  confirmed  by  the  Board  of 
Governors,  and  the  whole  subject  is  now  before  the  Institute  for 
such  action  as  may  seem  expedient. 

The  Institute  was  represented  at  the  World's  Insurance  Con- 
gress and  in  the  Council  by  Mr.  Gordon  W.  Thomson,  of  San 
Francisco.  Earnest  efforts  were  made  to  secure  representation  by 
a  delegate  from  this  section  of  the  country,  Messrs.  Arnold,  Ander- 
son, and  Carr  being  successively  appointed;  the  first  two  were 
prevented  by  other  important  engagements.  Major  Carr  fully 
intended  to  represent  the  Institute,  but  a  severe  illness  placed  him 
in  the  hospital  at  San  Francisco,  almost  on  the  eve  of  the  Congress. 
Our  San  Francisco  alternates,  Messrs.  Thomson  and  Withington, 
were  then  appealed  to  and,  as  stated  above,  Mr.  Thomson  qualified; 
his  report  will  be  presented  at  the  proper  time. 
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Evidence  of  progress  appears  in  the  amendmenls  which  have 
from  time  to  time  been  proposed  to  the  Constitution  and  By-Laws. 
When  these  were  originally  adopted,  corresponding  documents  of 
the  Actuarial  Society  were  carefully  studied,  and  such  modifica- 
tions were  made  as  seemed  more  suitable  to  the  requirements  of 
the  Institute:  some  of  these  provisions  were  particularly  appro- 
priate to  the  formative  period,  from  which  we  are  now  passing. 
For  instance,  in  the  tenure  of  office,  the  rules  of  the  Actuarial 
Society  provide  that  elective  members  of  the  Council,  other  than 
officers,  at  the  expiration  of  their  terms  of  office,  shall  be  ineligible 
for  re-election  at  the  same  meeting.  This  limitation  was  not 
adopted  by  the  Institute,  possibly  because  at  first 'there  may  have 
been  some  uncertainty  as  to  there  being  available  a  sufiicient  num- 
ber of  Fellows,  qualified  and  willing,  to  serve  on  the  Board  of 
Governors,  a  condition  which  does  not  now  exist. 

In  one  respect  the  Institute  has  in  its  later  experience  followed 
that  of  the  other  society,  i.e.,  in  discovering  the  necessity  for  an 
Editor.  Several  amendments  have  been  adopted  creating  this 
office,  apparently,  however,  without  making  the  Editor  an  officer 
or  a  member  of  the  Board  of  Governors.  The  subject  was  con- 
sidered at  the  last  meeting,  and  with  this  in  view  an  amendment 
was  oflfered,  but  was  subsequently  withdrawn,  so  that  action 
might  be  taken  in  such  a  manner  as  to  avoid  conflict  with  other 
provisions  of  the  Constitution. 

I  think  that  the  sentiment  of  the  members  of  the  Board  and, 
so  far  as  expressed,  of  the  Institute,  is  that  the  Editor  should  be  a 
member  of  the  Board  of  Governors,  either  by  election  or  by  other 
constitutional  provision.  If  there  has  been  any  hesitation  in  this 
matter,  it  has  possibly  been  due  to  a  question  as  to  the  advisability 
of  enlarging  the  Board,  especially  as  a  continuance  of  the  prevailing 
and  constitutional  custom  wall  add  an  ex-president  to  the  Board 
of  Governors  every  year  or  two.  In  the  twenty-six  years  of  the 
life  of  the  Actuarial  Society  there  have  been  thirteen  ex-presidents, 
of  whom  nine  are  still  living  and  are  members  of  the  Council,  which 
consists,  including  these,  altogether  of  twenty-four  members.  The 
ex-presidents  of  that  Society  now  equal  in  number  the  elective 
members  of  the  Council. 

It  is  true  that  all  these  are  men  who  have  been  most  influential 
and  useful  in  the  work  and  counsels  of  that  Society,  and  the  same 
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is  true  of  my  predecessors  in  the  presidency  of  the  Institute;  so 
emphatically  true  that  I  should  hesitate  to  bring  the  subject  before 
you  were  I  not  in  line  for  a  seat  on  the  same  bench  next  June,  as 
I  shall  then  have  served  the  two  years  specified  in  the  Constitution. 
I  am  not  prepared  to  admit  that  I  am  eminently  fitted  for  this 
honor,  but  assuming  that  I  were,  I  still  think  that  we  should  con- 
sider whether,  under  the  present  rules,  there  is  a  possibility  that 
our  Board  of  Governors  may  at  some  time  lack  the  thoroughly 
representative  character  which  it  should  maintain.  Certainly  the 
Institute  does  not  now  lack  men  who  are  qualified  for  efficient 
service  on  the  Board. 
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REPORT  OF  THE  COMMITTEE  OX  THE  NEW  MORTAL- 
ITY TABLE  TO  THE  AMERICAN  INSTITUTE 
OF  ACTUARIES 

The  matter  of  the  appointment  of  this  committee  by  the  Presi- 
dent of  the  Institute  and  the  action  taken  by  it  is  set  forth  in  its 
report  to  the  President  and  Board  of  Governors  under  date  of 
July  21,  191 5,  as  follows: 

In  September,  19 14,  the  National  Convention  of  Insurance  Com- 
missioners requested  the  Actuarial  Society  of  America  to  construct  a 
new  mortality  table.  In  April,  1915,  a  committee  of  seven  was  appointed 
by  the  Society  to  prepare  plans  of  procedure.  The  Commissioners' 
Convention  appointed  a  committee  of  five  department  actuaries  to 
co-operate  with  the  Society. 

Your  committe  was  appointed,  on  the  invitation  of  the  Actuarial 
Society,  to  confer  with  their  committee  and  the  Commissioners'  com- 
mittee in  reference  to  the  plans  for  the  construction  of  the  proposed 
mortality  table.  As  a  working  basis,  the  Actuarial  Society  had  prepared 
a  schedule  of  tentative  conclusions  covering  the  questions  that  require 
settlement  in  advance.  A  copy  of  this  schedule  was  furnished  each 
member  of  your  committee  for  consideration. 

A  conference  was  held  in  New  York  on  June  22,  191 5.  Your  com- 
mittee was  represented  by  Messrs.  Graham,  Mead,  and  Portch,  Mr. 
Arnold  being  prevented  from  attending  by  urgent  matters.  Of  the 
Commissioners'  committee,  ^lessrs.  Ryan  and  Ankers  attended.  The 
entire  committee  of  the  Actuarial  Society  was  present,  consisting  of 
Messrs.  Gore,  Henderson.  Moir,  Welch.  Rhodes,  and  Wood,  with  ]Mr. 
Hunter  as  chairman. 

At  this  conference,  the  tentative  plans  were  fully  discussed  and  were 
amended  in  some  details.  The  opinion  of  your  committee  was  requested 
and  expressed  on  every  question  and  the  resulting  plans,  for  use  in  event 
the  work  is  proceeded  with  at  this  time,  have  been  unanimously  approved 
by  us.  A  schedule  of  the  plans  with  memorandum  showing  amendments 
is  attached  hereto. 

Your  committee,  regardmg  itself  as  specially  representing  the 
younger  companies,  located  principally  in  the  West  and  South,  is  of  the 
opinion  that  the  i)lans  as  outlined  give  proper  and  adequate  weight  to 
the  business  of  such  companies.  The  plans  contemplate  that  data  of 
the  business  of  such  of  the  smaller  companies  as  come  within  certain 
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reasonable  limits,  shall  be  supplied  and  included  in  the  material  for  the 
table.  We  recommend  that  the  companies  represented  in  this  Institute 
supi)ly  their  data  promptly  and  completely  when  requested,  in  order 
that  the  resulting  table  may  be  generally  satisfactory. 

We  are  also  of  the  opinion  that  the  plans  for  distriljuting  the  cost  of 
preparing  such  new  mortality  table  are  favorable  to  the  smaller  com- 
panies. 

The  plans  as  approved,  with  explanations  of  the  probable  effects  of 
a  new  table,  will  be  laid  before  the  National  Convention  of  Insurance 
Commissioners  in  September  next,  by  the  Committee  of  the  Actuarial 
Society. 

We  desire  to  acknowledge  the  courteous  invitation  and  opportunity 
of  full  discussion  extended  to  your  committee  by  the  committee  of  the 
Actuarial  Society  and  of  the  Commissioners'  Convention. 

All  of  which  is  respectfully  submitted. 

Attached  hereto  is  a  schedule  of  the  tentative  plans  referred 
to  in  the  foregoing  report  and  a  copy  of  memorandum  of  amend- 
ments thereto. 

[The  "schedule  of  tentative  plans"  as  amended  is  set  forth  in  the 
report  of  the  Insurance  Commissioners'  committee  to  which  reference 
is  made  below. — Editor] 

The  Committee  of  Five  Departmental  Actuaries,  referred  to 
in  the  foregoing  report,  was  appointed  pursuant  to  a  resolution 
adopted  at  the  April,  191 5,  meeting  of  the  Insurance  Commis- 
sioners' Conv^ention  in  Chicago,  "to  co-operate  with  the  Actuarial 
Society  of  America  in  the  construction  of  a  mortality  table  which 
is  in  keeping  with  the  ascertained  experience  of  American  com- 
panies and  report  thereon  at  a  subsequent  meeting  of  this  con- 
vention." 

The  Insurance  Commissioners'  committee  submitted  its 
report,  dated  August  25,  1Q15,  to  the  National  Convention  of 
Insurance  Commissioners  at  the  Del  Monte  meeting,  in  October, 
1 91 5.     A  copy  of  this  report  is  hereto  attached. 

[The  report  to  which  reference  is  made  here  may  be  found  in  the 
Proceedings  of  the  National  Convention  of  Insurance  Commissioners,  Forty- 
sixth  Session,  191 5. — Editor]. 

As  is  shown  thereby,  the  members  thereof  unanimously  recom- 
mended "  the  indorsement  by  the  Convention  of  the  tentative  plans 
herewith  submitted  and  of  the  movement  to  include  a  committee 
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of  the  American  Institute  of  Actuaries  in  the  arrangements  for  fur- 
thering the  proposed  mortaUty  investigation." 

The  report  of  the  Committee  of  Five  Departmental  Actuaries, 
upon  its  presentation  to  the  Insurance  Commissioners'  Conven- 
tion, was  by  appropriate  resolution  received  and  the  committee 
continued,  and  further  the  original  resolution  of  April,  191 5,  was 
amended  to  include  the  American  Institute  of  Actuaries  and  the 
Institute  was  invited  to  co-operate  in  the  work. 
Respectfully  submitted, 

A.   G.   PORTCH 

FR.A.XKLIX  B.  Mead 

George  Graham 

Oswald  J.  Arnold,  Chairman 

Chicago,  III. 
November  12,  19 15 


